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Sa lriie Record os 


An Important New Board Series 


Data to provide new insights into the market potential for 
capital goods are presented in this issue. The quarterly survey 
of capital appropriations which makes its debut in this Record 
seeks to determine more definitely than has been heretofore 
possible the backlogs of demand and changes in current 
demand. 

This pioneering survey covers the capital appropriations of 
the top 1,000 manufacturing companies, which account for 
about three quarters of all money spent for capital goods in 
manufacturing. Data on capital appropriations outstanding, 
it is hoped, will serve as a reliable index of unfilled orders and 
orders yet to be placed. The new series makes, we believe, a 
major improvement in the basic data upon which decisions by 
business generally are ultimately made. 

Tue CoNFERENCE Boarp has entered upon this work under 
the sponsorship of Newsweek magazine, which will also publish 
survey results. The possibilities of this series for interpreting 
future business trends add an exceptionally important feature 
to The Business Record. 

For this first progress report on new capital appropriations 
turn the page. 


Long-Range Planning Practices 


A survey of industry’s reaction to long-range planning re- 
veals diversified opinion as to what this kind of planning 
entails, but executives are in general agreement that some 
formal planning ahead is necessary. Executives’ views on 
the merit and technique of setting up such a program vary. 
Their comments point up the many difficulties encountered in 
attempting to forecast the effects of long-range planning on 
such areas as organizational structure; plant, equipment, and 
capital needs; and personnel policy. For a picture of what 189 
companies cooperating in this survey think about the subject 
see the article “Executives Find Long-Range Planning Pays 
Off.” (Page 435.) 
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Report on Canada 


In 1956, the Canadian economy has enjoyed another broad 
expansion of business activity, which will evidently bring total 
gross national product for the year 10% above 1955, and as 
much as 20% above 1954. However, whereas the increase in 
gross national product in 1955 was almost entirely accounted 
for by increased production, the rise in 1956 is owing in con- 
siderable measure to advancing prices. In fact, inflationary 
tendencies, which had been restrained for much of the past 
two years, are now clearly present in the Canadian economy. 

For a closer look at Canada’s position after two years of 
boom, see “Another 10% Year for Canada?”, starting on 
page 452. 


Key Trends for Fourth Quarter 


Going into the fourth quarter, the key trends in business 
conditions were in retail trade, automobile production, capital 
goods demand, and prices. Together, these trends assure a sub- 
stantial quarter-to-quarter jump in the gross national product, 
and a moderate increase in the general level of industrial 
activity. Nevertheless, there is still room for caution about 
early 1957. 

For a close look at how the trends are meshing for the 
fourth quarter and their implications for next year, see “The 
Tilted Price Level,” this month’s Business Highlights, starting 
on page 444. 


Consumer Spending for Services 


Better living standards are reflected in the larger share of 
the consumer dollar currently going into services. The so- 
called “services” include housing, medical care, recreation, 
transportation and a number of miscellaneous services such as 
beauty shops and clothing repairs. The article beginning on 
page 448 prepared by the Consumer Price Index group dis- 
cusses significant changes that have occurred since the depres- 
sion era of the early Thirties. 


The Capital Goods Market: 


A NEW SURVEY OF CAPITAL APPROPRIATIONS 


approved new capital appropriations amounting 

to some $8.5 billion in the first half of this year. 
At midyear, their approved capital appropriations back- 
log was in excess of $10 billion, having increased $2 
billion in the first six months of 1956. 

Despite the increased business uncertainties sur- 
rounding the automotive and housing industries among 
others, the backlog rose, although less rapidly, in the 
second quarter than in the first (see chart). 

These estimates of the combined appropriations of 
the nation’s leading manufacturing firms are the first 
ever formalized. These and other detailed figures pre- 
sented later are the initial results of months of research 
on a new and continuing quarterly survey of capital 
appropriations undertaken by THE CoNFERENCE Boarp 
with the financial sponsorship of Newsweek magazine. 

This large company survey is designed to cover the 
top 1,000 manufacturing companies as listed by size of 
total assets. More than 500 companies have already 
participated fully in the surveys for the first two quar- 
ters of this year, and further broadening of coverage 
among the balance of the top thousand is anticipated in 
the months ahead. Even at this stage, however, the re- 
sults command attention since the cooperating com- 
panies have assets accounting for almost 70% of the 
total assets of the top 1,000 manufacturing companies. 


[T= LARGEST 1,000 manufacturing companies 


First-Quarter Appropriations 


At the beginning of this year, the estimated backlog 
of approved capital appropriations was over $8 billion. 
To this was added in the first quarter almost $5 billion 
in newly approved capital appropriations, making 
available over $13 billion in approved appropriations. 
During the first quarter, in turn, $3 billion of these ap- 
propriations was either committed (that is, new orders 
were placed) or spent or canceled.! The backlog at the 
first-quarter end was thus $10 billion. (See chart.) 

This backlog, as explained more fully below, repre- 
sents capital appropriations that were either uncom- 
mitted or unspent. Not all companies were able to state 
their appropriations backlog in terms of commitments, 
but were able to place their appropriations on an 
authorized expenditure basis. Accordingly, the total 
outstanding capital appropriations at the beginning or 
end of each quarter represents a mixture of uncommitted 


' For further discussion see page 425. 
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or unspent appropriations. In this connection, a com- 
parison was made, for the first two quarters of this year, 
of all manufacturing appropriations, either committed 
or spent, with the actual capital expenditures of the re- 
porting companies. In toto, the former was found larger 
than actual expenditures, although this was not always 
the case for particular industries. 


Second-Quarter Appropriations 


In the second quarter of this year, the top 1,000 man- 
ufacturing companies again added to their backlog of 
approved capital appropriations. Newly approved capi- 
tal appropriations, however, were less than in the first 
quarter. This seasonal pattern becomes understandable 
when it is recognized that some companies typically 
appropriate more in the opening months of the year, and 
that others follow the practice of confining most of their 
appropriations to the first quarter. (See page 428.) 

On the other hand, capital appropriations that were 
either committed or spent in the second quarter of this 
year were higher than in the first. Cancellations con- 
tinued at a steady but nominal rate. The sum of these 
two factors was less than the total of newly approved 
appropriations, so that the backlog continued to rise in 
the second quarter by about $14 billion. 


The Backlog Rate 


Comparison of the appropriations backlog with ap- 
propriations committed or spent during the quarter adds 
additional light on the extent to which large companies 
are formally planning ahead. At the end of the first 
quarter, the backlog of uncommitted or unspent appro- 
priations represented 3.4 quarters of commitments or 
expenditures, as measured against the rate of commit- 
ments or expenditures during the quarter. At the end of 
the second quarter, the appropriations backlog repre- 
sented 3.2 quarters at the second-quarter rate. The 
decline in the backlog rate may be owing to seasonal 
factors, since this survey, as well as the others in this 
field, clearly indicates that first-quarter capital expendi- 
tures are typically the smallest of the year. 


Hard-Goods Industries 


The durable goods producers in the top 1,000 manu- 
facturing concerns apparently accounted for 59% of the 
appropriations backlog at mid-1956 and 54% of the 
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appropriations newly approved in the first half of this 
year. Their estimated appropriations backlog rate at 
midyear was 3.4 quarters. 


Soft-Goods Industries 


For nondurable goods companies it was 2.9 quarters 
(as contrasted with 3.2 quarters for all manufacturing). 
Such a comparison highlights the greater importance of 
formalized future planning that apparently characterizes 
the hard-goods group as compared to the soft-goods 
group. However, the level of the appropriations backlog 
in the first half of this year rose by about $1 billion each 
in these two broad groups. 


Selected Industries 


For several key industries,! the survey coverage ran 
to 80% or more of the industry’s total assets. This was 
deemed sufficient in this initial report to warrant estima- 
tion of total industry figures as they relate to the top 
1,000 manufacturing companies. These industries are 


1 Throughout this report the industry classification was made in 
accordance with the Standard Industrial Classification code. Com- 
panies are classified into the so-called two-digit industries according to 
their primary or most important product. As in many industrial classi- 
fications this results in some industry classifications containing the 
output of other industrial groups. 
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primary iron and steel, primary nonferrous metals, 
electrical machinery, stone, clay and glass products, 
and chemicals. 

The primary iron and steel companies that are in- 
cluded in the top 1,000 manufacturing companies are 
estimated to have approved new appropriations of over 
$900 million in the first half of this year. They had an 
appropriations backlog at midyear of $1.9 billion, some 
30% of the total backlog of the durables group. 

However, they accounted for less than one fifth of the 
durable industries capital expenditures among the top 
1,000 manufacturmg companies. During the first six 
months of this year, the appropriations backlog in the 
iron and steel industry swelled some $300 million, while 
the backlog rate at midyear was 5.3 quarters, as com- 
pared to 3.4 quarters for the durables group as a whole. 

The rate at which new capital appropriations were 


1 For both the iron and steel and nonferrous metals industries the 
companies in the top 1,000 manufacturing list account for about four 
fifths of all assets in these industries. For the electrical machinery and 
chemicals industries the companies among the top 1,000 apparently 
account for about three fourths of all such industry assets. For the 
stone, clay and glass products industry about three fifths of the in- 
dusiry’s assets is represented by the companies included in the top 
1,000. For total industry asset figures, see Federal Trade Commission- 
Securities and Exchange Commission, pr tH Financial Report for 
Manufacturing Corporations, Fourth-Quarter 1955 


The Arithmetic of Capital Appropriations 
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Table 1: Estimated Capital Appropriations for the Thousand Largest Manufacturing Companies, First Half of 1956 


Millions of dollars 


Estimated for Top Thousand Respondent Companies 
Ist Q. 2nd Q. 1st Q. 2nd Q. 
1956 1956 1956 1956 
All Manufacturing 
Approved capital appropriations outstanding at beginning of quarter........... 8,231 10,183 5,785 7,319 
Capital appopriations newly approved or authorized during quarter............ 4,920 3,637 3,358 2,682 
Approved capital appropriations committed or spent during quarter.........+++- 2,935 8,257 1,776 2,142 
Approved capital appropriations canceled during quarter... .......eeceereeeees 101 108 55 69 
Approved capital appropriations outstanding at end of quarter............... 10,115 10,417 7,310 7,798 
[Capital expenditures made during quarter. .............cccesevececsesecers 2,212 2,953 1,429 1,940] 
Durable Goods Industries 
Approved capital appropriations outstanding at beginning of quarter......... 5,108 5,954 3,540 4,302 
Capital appropriations newly approved or authorized during quarter.......... 2,567 2,044 1,677 1,534 
Approved capital appropriations committed or spent during quarter..........+.. 1,674 1,792 896 1,113 
Approved capital appropriations canceled during quarter... ........eseeceeeees 64 59 28 34 
Approved capital appropriations outstanding at end of quarter............... 5,939 6,149 4,295 4,690 
[Capital expenditures made during quarter. ........... 0 sees eeeeeeeeceeeenes 1,138 1,563 682 969] 
Primary iron and steel 
Approved capital appropriations outstanding at beginning of quarter......... 1,596 1,827 1,545 1,771 
Capital appropriations newly approved or authorized during quarter.......... 485 428 471 408 
Approved capital appropriations committed or spent during quarter..........+++. 257 856 248 843 
Approved capital appropriations canceled during quarter... ....00++eeeeveeeees 1 2 i 6 
Approved capital appropriations outstanding at end of quarter..............- 1,825 1,893 1,768 1,832 
[Capital expenditures made during quarter............-sceseesceecccecsenes 201 301 192 289] 
Primary nonferrous metals 
Approved capital appropriations outstanding at beginning of quarter......... 423 585 — 401 539 
Capital appropriations newly approved or authorized during quarter.......... 251 508 220 488 
Approved capital appropriations committed or spent during quarter............. 8h 188 76 128 
Approved capital appropriations canceled during quarter... ......ceeceece cece 6 9 6 9 
Approved capital appropriations outstanding at end of quarter............... 584 946 539 891 
[Capital expenditures made during quarter. ...........0cerceesecccesenrsces 79 104 73 95] 
Electrical machinery and equipment 
Approved capital appropriations outstanding at beginning of quarter......... 467 564 403 491 
Capital appropriations newly approved or authorized during quarter.......... 200 256 ual 179 
Approved capital appropriations committed or spent during quarter............- 98 180 79 140 
Approved capital appropriations canceled during quarter... .......++seseeeeees 6 10 5 8 
Approved capital appropriations outstanding at end of quarter............... 564 629 491 . 520 
[Capital expenditures made during quarter. .............-..eeceeeeveeecsees 84 146 67 116] 
Stone, clay and glass products 
Approved capital appropriations outstanding at beginning of quarter......... 428 482 342 390 
Capital appropriations newly approved or authorized during quarter.......... 161 159 136 182 
Approved capital appropriations committed or spent during quarter............-. 106 141 87 115 
Approved capital appropriations canceled during quarter... .....0000-ceeeevees 2 2 2 2 
Approved capital appropriations outstanding at end of quarter............... 482 500 390 407 
[Capital expenditures made during quarter. ..........20:ceeecceeceeccceeees 95 145 77 118] 
Nondurable Goods Industries 
Approved capital appropriations outstanding at beginning of quarter......... 3,123 4,179 2,245 8,017 
Capital appropriations newly approved or authorized during quarter.......... 2,353 1,593 1,681 1,147 
Approved capital appropriations committed or spent during quarter............. 1,260 1,466 880 1,029 
Approved capital appropriations canceled during quarter... 1.1.0... seeeeeeees 37 49 27 85 
Approved capital appropriations outstanding at end of quarter............... 4,175 4,268 8,015 3,108 
[Capital expenditures made during quarter..............0cceeeeeeeeceeeeeee 1,074 1,390 747 971] 
Chemicals and allied products 
Approved capital appropriations outstanding at beginning of quarter......... 820 963 749 875 
Capital appropriations newly approved or authorized during quarter.......... 897 479 853 424 
Approved capital appropriations committed or spent during quarter............. 24h 287 217 250 
Approved capital appropriations canceled during quarter... ......0eeeeceeeeees 12 15 11 13 
Approved capital appropriations outstanding at end of quarter............... 961 1,140 874 1,036 
[Capital expenditures made during quarter. .............eceeeceececeerceees 202 259 177 230] 


Based upon 512 respondents 
Industry totals may not add up because of rounding 
Source: Tue Conrerence Boarp 
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apparently approved in the primary nonferrous metals 
industry in the first half of 1956 was over $34 billion. 
The doubling of the appropriations backlog by this in- 
dustry was especially noteworthy. Further, its midyear 
backlog represented almost 6.9 quarters of commit- 
ments or spending at the second-quarter rate. 

In the electrical machinery group, almost $14 billion 
new appropriations were approved in the first six months 
of this year. This brought the industry’s appropriations 
backlog to over $600 million. The total outstanding 
approved appropriations at midyear represented 3.5 
quarters of commitments of expenditures at the second- 
quarter rate, just about the average for the durables 
group as a whole. 

Finally, among the selected durable goods industries 
for which industry data can now be presented, the stone, 
clay and glass products companies approved new appro- 
priations amounting to over $300 million. In this in- 
stance, the backlog increased at a considerably smaller 
rate than for some of the other durable goods industries. 

Among the nondurable goods industries, only the 
coverage in the chemicals group was deemed sufficient 
for the presentation of industry totals. Almost $900 
million of new capital appropriations was estimated to 
have been approved in the first half of 1956. Further, 
the midyear backlog increased by over $300 million as 
compared with the total at the beginning of the year. At 
the end of the second quarter, the backlog represented 
four quarters of commitments or expenditures as com- 
pared with the nondurables average of 2.9 quarters. 


Why This New Series? 


Before turning to a discussion of detailed industry 
figures, as actually reported by the cooperating com- 
panies for the first two quarters of 1955, the fourth 
quarter of 1955, and the first two quarters of 1956, it is 
appropriate to consider the rationale of this pioneer 
survey of capital appropriations. Among the questions 
involved in such consideration are: (a) the reasons for 
studying capital appropriations and expenditures; 
(b) the relation of this survey to other business expecta- 
tions surveys, as well as to other surveys in the field of 
capital spending; (c) the emphasis of actual manage- 
ment decisions underlying the present survey; (d) the 
significance of capital appropriations and appropriation 
backlogs; (e) the design of the survey, the coverage 
represented by the cooperating companies, and the so- 
called “blowup” to aggregate data; and (f) the limita- 
tions of this approach. 


CAPITAL GOODS SPENDING 


The findings outlined above represent the first prog- 
ress report on a continuing survey centering attention 
on one of the crucial areas of economic change and 
progress; namely, business spending for plant and 
equipment. Changes in such spending have often been 
associated with changes in total business activity. From 
1929 to 1933, spending on nonfarm producers’ plant and 
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equipment, for example, fell more than 75%. In the 
1937-1938 recession, it dropped almost 30%. In the 
postwar years business expenditures on new plant and 
equipment fell some 13% in the 1948-1949 recession. On 
the other hand, such spending is expected this year to be 
up almost a fourth compared with 1955. 

Changes in capital goods spending are especially 
marked in the manufacturing industry. In the 1948- 
1949 recession, manufacturing outlays for plant and 
equipment fell almost twice as much as total business 
capital outlays. In 1956, manufacturing capital ex- 
penditures are expected to be up almost a third over 
last year. Typically, manufacturing spending for plant 
and equipment is more volatile upward and downward 
than such spending by other industry groups. 

It is not surprising, therefore, that in appraising 
future trends many analysts pay the closest possible 


The Initial Findings 


Tue CONFERENCE Boarp has begun this continuing 
quarterly survey of capital appropriations among the 
largest 1,000 manufacturing companies at the original 
suggestion and under the financial sponsorship of 
Newsweek magazine. The survey is based upon our 
previous work in this field, a preliminary pilot study 
among members of our Council of Financial Executives, 
our Council of Marketing Research Directors, our West 
Coast Marketing Research Council, and extensive con- 
sultation with business, academic, and government 
officials and analysts. 

The purpose of the survey is to obtain foreshadowing 
and, at the same time, objective information relating to 
business spending for plant and equipment. The in- 
formation presented is based upon actual management 
decisions at the highest levels of authority. 

This new measure now provides some key dimensions, 
on a quarterly basis, of business expectations as they 
relate to orders to be placed with the capital goods and 
construction industries. Changes in spending for plant 
and equipment, at least in the past, have been widely 
linked with changes in total business activity. 

The total backlog of approved capital appropriations 
of the 1,000 companies at mid-1956 is estimated at over 
$10 billion. Appropriations increased both during the 
first and second quarters. During the first half of 1956, 
the 1,000 largest manufacturing companies apparently 
approved $814 billion in new capital appropriations. 

The cooperating companies reported that newly ap- 
proved appropriations were 39% higher in the first half 
of this year than in the same period a year earlier. Their 
appropriations backlog at mid-1956 was up 63% com- 
pared with mid-1955. 

Tue ConreRENCE Boarp extends its appreciation to 
the many persons who helped in the planning and de- 
velopment of this survey, and to the cooperating com- 
panies. Without their full and generous cooperation in 
supplying this confidential information, at considerable 
effort and expense, this project could not have succeeded. 
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attention to upward or downward shifts in spending for 
capital goods. Business expectations concerning such 
spending has also come to the forefront in the appraisal 
of current and future business trends. 


Expectation Surveys 


Perhaps the most significant postwar development in 
business analysis and forecasting has come in the area of 
foreshadowing statistics. To place this development in 
its proper historical perspective, it is well to recall that 
until World War I most business information was re- 
lated to the dead statistics of the past. Lacking were 
such conventional current measures as an index of indus- 
trial production, cost of living, national accounts, 
employment and unemployment, to name only a few. 

With World War I, emphasis shifted to the collection 
of an improved body of current statistics with the or- 
ganization of such institutions as the National Bureau 
of Economic Research, The Twentieth Century Fund, 
and Tur ConreRENcE Boarp. 

Since World War II, attention has been increasingly 
focused on foreshadowing statistics. This most recent 
development in business information has taken the 
form of the inauguration and extension of expectation 
surveys, which are related to both consumer and busi- 
ness behavior. 

As regards consumers, the Federal Reserve Board has 
been sponsoring for more than a decade surveys of con- 
sumer finances.! These surveys, presently conducted by 
the University of Michigan Survey Research Center, 
report the expectations of consumers in terms of buying 
plans and attitudes about current and prospective 
trends. 

Other research organizations provide comparable in- 
formation, some in terms of a specific item, such asauto- 
mobiles, while others cover a wider area. Changes in con- 
sumer expectations, as reported by these organizations, 
receive careful attention; the survey is one of the main 
ingredients in most analyses of current and prospective 
business trends. 

Attention to government expectations has also in- 
creased in the postwar years. Such expectations are 
expressed formally in federal, state and local govern- 
ment budgets. In particular, increasing attention is 
being given to the Federal Government budget to de- 
termine the possible future impact of government on 
business activity. More and more consideration is also 
being given to state and local government budgets, par- 
ticularly in light of their continuing upward trend. 


Business Expectations Surveys 


Increasing emphasis has been given in the first post- 
war decade as well to business expectations. Two main 


1 For a comprehensive report on the present status of these and 
similar surveys, see “Consumer Survey Statistics,’ Report of the 
Consultant Committee (headed by Arthur Smithies) organized by the 
Board of Governors of the Federal Reserve System at the request of 
the Subcommittee on Economic Statistics of the Joint Committee on 
the Economic Report, July, 1955. 


types of business expectations surveys stand out in this 
development. 

First, there are such organizations as the National 
Association of Purchasing Agents, Dun & Bradstreet, and 
Tue CONFERENCE Boarp that periodically report the 
opinions of senior business executives as to future trends 
in sales, new orders, inventories, capital expenditures, 
etc., in terms of change, rather than amount. These ex- 
pectations surveys represent an attempt to fill out the 
informational gap always present in current business 
analysis between current statistics, which in the nature 
of things are always out of date when published, and the 
current situation for which no data are available.! The 
movement toward such surveys has accelerated in re- 
cent years and has also received considerable attention 
in Europe with the IFO-Munich test as an outstanding 

1 For a comprehensive and critical discussion of such surveys, see 
“An Appraisal of Data and Research on Businessmen’s Expectations 
About Outlook and Operating Variables,” Report of the Consultant 
Committee (headed by Martin R. Gainsbrugh) organized by the 
Board of Governors of the Federal Reserve System at the request of 


the Subcommittee on Economic Statistics of the Joint Committee on 
the Economic Report, September, 1955. 
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Source: The Conference Board 
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Changes in Appropriation Backlogs 


Are Marked by Diversity 
% CHANGE 


251 NONFERROUS METALS 


150 FABRICATED METALS 


128 RUBBER 
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@Also food & beverages 
As reported by cooperating companies; see Table 4 


2 |ncludes apparel and related products, tobacco, leather and leather prod- 
ucts, printing and publishing 


3 \ncludes lumber products, furniture and fixtures, instruments, ordnance, and 
miscellaneous manufactures 


Source: The Conference Board 


AAlso stone, clay & glass 


example.! An important aspect of these surveys, as it 
pertains to the quarterly survey of capital appropria- 
tions, is their emphasis on the opinions of senior manage- 
ment officials asto trendsvitally affecting their companies. 


Plant and Equipment Spending Surveys 


The other main type of business expectations surveys 
relates to spending by private industry for plant and 
equipment. For over a decade, the Department of Com- 
merce and the Securities and Exchange Commission 
have jointly been reporting anticipated expenditures for 
plant and equipment as well as historical information.? 

These expenditures are projected from sample re- 


i For a discussion of recent European developments in this field, 
see “Short-Term Business Indicators in Western Europe,” Economic 
Bulletin For Europe, United Nations, Geneva, November, 1955, 
pp. 34-78. 


2 For a comprehensive and critical discussion of this and other 
similar surveys, see “Statistics on Business Plant and Equipment 
Expenditure Expectations,” Report of the Consultant Committee 
(headed by George Terborgh) organized by the Board of Governors of 
the Federal Reserve System at the request of the Subcommittee on 
Economic Statistics of the Joint Committee on the Economic Report, 
July, 1955. 
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ports to cover all capital expenditures by United States 
business. Early each year, anticipated capital expendi- 
tures for the calendar year are estimated by these 
government agencies. Then in each quarter a specific 
estimate is made for the current and succeeding quar- 
ters. Several private organizations, most particularly 
the McGraw-Hill Department of Economics, also pre- 
pare similar estimates, on an annual basis for all indus- 
try as well as for specific industries. 

These surveys report the companies’ anticipated 
dollar expenditures, as viewed by a specific individual, 
usually, in the case of the larger companies, associated 
with the financial division of the business. Such annual 
projections represent for many companies the considered 
judgment of top management as to capital goods spend- 
ing during the forthcoming year. Such a forecast is vital 
in financial planning and serves as the fulcrum for the 
capital budget. 

However, when it comes to anticipated expenditures 
on a quarterly basis, the judgment of a particular budget 
officer, whether of high or low rank, must necessarily 
assume prominence. Even more in point, these antici- 
pated expenditures may be the result of past appropria- 
tions as well as current or forthcoming appropriations. 
The data in some instances may be obtained from plan- 
ning records; in other instances they necessarily reflect 
individual judgment. 

With each passing year, more and more companies 
are practicing careful capital budgeting.! Procedures 
that were once informal have become formalized. Plan- 
ning decisions can now be tapped and expressed in a 
quantitative way. This appropriations survey repre- 
sents a first step toward tapping the new fund of infor- 
mation arising from postwar developments in capital 
budgeting. 

The earlier comments are not meant to detract from 
the usefulness of the existing significant reports, which 
merit front-rank prominence in the forecaster’s tool kit. 
Instead, this analysis of some possible limitations of the 
existing series serves to indicate how an appropriations 
survey adds another required dimension toward a better 
understanding of future trends in capital spending. 


Actual Management Decisions 


The quarterly survey of capital appropriations is a 
direct lineal descendant of these anticipated capital 
spending surveys. The main focus of this new survey is 
objective information transcribed from business records 
and based upon actual management decisions. ‘““Most 
large- and medium-sized companies nowadays prepare 
capital budgets at least once a year. These budgets are 
thus a highly useful indication of expenditure intentions, 
. . . They are not, however, firm commitments. They 
are actualized by specific authorizations or appropria- 
tions as the year advances.”’ (See preceding footnote.) 

1 For a comprehensive discussion of company practices in this field, 


see “Controlling Capital Expenditures,” Studies in Business Policy, 
No. 62, THe ConFrERENCE Boarp, 1953. 
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These approved capital appropriations reflect busi- 
ness plans that have already been passed upon by boards 
of directors or other top management officials. They are, 
therefore, a step closer to business planning than are 
expenditures. In fact, changes in the trend of capital 
appropriations should in many instances lead expendi- 
tures by significant time spans—and _ subsequent 
analysis, as this series matures, should enable us to 
identify this key lead and its dimensions. 

The approval of specific appropriations thus affords 
a different and objective perspective on the planning of 
capital expenditures from that provided by anticipated 
capital expenditures. The latter tend toward being sub- 
jective or judgmental, although they are also taken, in 
principle if not in fact, from the capital budget. From 
this point of view, the raison d’étre for a series based on 
capital appropriations is that it provides a new and 
needed time dimension to capital budgeting. 


Foreshadowing Series 


In most business firms, capital appropriations for 
significant items are considered and approved or re- 
jected at the highest level of authority. Thus changes in 
the rate at which capital appropriations are approved 
should provide a measure of business expectations as 
they relate to spending for plant and equipment. 

Newly approved capital appropriations on a quar- 
terly basis should prove to be a valuable foreshadowing 
series of orders subsequently to be placed in the capital 
spending field. This serves again to distinguish this new 
approach from existing capital expectations series which 
reflect past as well as prospective purchases. For goods 
with long production cycles, for example, orders placed 
many months ago would still influence future spending 
totals. 

Such a series is new, too, in that it is measured pro- 
spectively from the viewpoint of the company placing 
the order. Current information on new orders, such as 
the series prepared by the Department of Commerce, is 
entered retrospectively, since it is based on information 
from the point of view of the company receiving the 
order. In other words, this new survey represents an 
attempt to get one or more steps ahead in the process 
which begins with a company’s plan and ends with the 
delivery of the capital goods. Far-reaching future changes 
in order placement for plant and equipment are thus 
reflected early in appropriations trends. The advantages 
of a foreshadowing series based on a company’s expecta- 
tions to place new capital goods orders are manifold. 


Appropriations Backlog 


From the viewpoint of capital goods producers, indus- 
trial sales managers, and others, much of value should 
emerge from this new point of focus. The newly ap- 
proved capital appropriations reported in this survey 
reflect actual company decisions to purchase in the 
future new plant and equipment. This backlog of un- 
spent or uncommitted appropriations should thus serve 


Glossary of Terms 


Capital appropriation—constitutes authority to incur 
obligations for new plant and equipment. In the plan- 
ning-decision-commitment-expenditure process for capi- 
tal outlays, approved capital appropriations generally 
signify that the appropriate management level—typi- 
cally the board of directors or the president—has 
authorized the capital expenditure. Usually the term 
“approved capital appropriation” or “approved capital 
authorization” is used for this purpose. 

Appropriations for capital expenditures cover: (1) 
new construction, such as new buildings and plants, 
additions to or improvements of plants and buildings; 
and (2) new machinery, motor vehicles for business use, 
office machines, storage equipment, etc. Excluded from 
this survey, wherever possible, are appropriations for 
land, maintenance and repair, used equipment and 
buildings, construction and equipment outside the 
United States and acquisition of existing companies. 


Commitment—represents the actual placing of the order 
for new plant and equipment. 


Expenditure for new plant and equipment—refers to the 
total actual costs during the quarter chargeable to fixed 
asset accounts. Ordinarily, depreciation accounts are 
maintained for such expenditures. (This definition is 
consistent with that used by the Department of Com- 
merce and Securities and Exchange Commission in their 
survey of capital expenditures.) 


Backlog of capital appropriations—refers to the total 
outstanding not committed or spent at the beginning or 
end of the quarter. (See p. 425 for fuller explanation.) 


Backlog rate of capital appropriations—refers to the 
number of quarters of commitments or expenditures 
represented by the backlog at the end of the quarter. 
This rate is determined by dividing the total outstand- 
ing approved capital appropriations by the appropria- 
tions committed or spent during the quarter. 


Universe— refers to the entire group whose characteristics 
are to be measured—in this instance the 1,000 largest 
manufacturing companies, Data reported from a survey 
usually cover only a part of the universe. Such data may 
then be blown up, in accordance with accepted statis- 
tical procedures to approximate the results that would 
have been achieved had the universe been covered 
(see p. 427). 


as a foreshadowing series for unfilled capital goods 
orders in the aggregate and for major industry groups. 
The current rate of expenditures can be contrasted with 
authorizations outstanding to provide a measure of 
orders or commitments yet to be placed. From such a 
comparison may emerge still another dimension neces- 
sary for a proper appraisal of the unfilled capital goods 
order position. This new survey, therefore, represents 
an attempt also to get one step ahead of the existing 
surveys in terms of the backlog in the capital goods 
field. 
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The emphasis of the present survey on the future 
placement of orders for plant and equipment is inherent 
in the nature of capital appropriations. Such appropria- 
tions represent a formal record of orders expected to be 
placed in the capital goods area as viewed by top man- 
agement. To the extent that companies are also able to 
report when their appropriations are committed (that is, 
new orders placed), the backlog of uncommitted appro- 
priations would thus represent the backlog of capital 
goods orders yet to be placed. However, only about 40% 
of the companies are presently able to do this. Of the 
dollar appropriation backlog at the end of the second 
quarter, about one third was reported on a commitment 
basis, while about two thirds was shown in terms of un- 
expended balances. Accordingly, the backlogs now indi- 
cated in this survey are to be interpreted as a combina- 
tion of future orders and future expenditures definitely 
approved by management.! Nevertheless, this survey 
represents a measure of business thinking into its future 
that is more sensitive than existing surveys. 

The objective of the quarterly survey of capital ap- 

1 To the extent that appropriations are reported on a commitment 
basis, then appropriation totals outstanding at the end of the quarter 
represent capital appropriations that have yet to be committed; that 
is, new orders placed. However, for those companies where this is not 
practical, outstanding totals of appropriations represented unex- 
pended, rather than uncommitted, backlogs. When the appropriation 
backlog was expressed in terms of unexpended balances, then the 
orders may have been placed earlier; all that such outstanding totals 
tell us is that so much money is yet to be spent. Since order placement 
typically precedes actual expenditures, appropriation backlogs that 
are on an uncommitted basis would be more forward looking than 
appropriation backlogs that are on an unexpended basis. These 
reservations, of course, do not apply to the newly approved appropria- 
tions which represent orders yet to be placed, though even here some 
of the orders arising from approved appropriations may be forth- 
coming during the quarter in question. 


Table 2: Assets of Respondent Companies as Per Cent 
of Total Assets, by Industry, of the Thousand Largest 
Manufacturing Companies 


AL PATRRACTUT VIG s.2\si<, ys \s/olielals AEE B1d'sl aid.sis' sie sie iad a oihe's 69% 
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Primary nonferrous metals... 0... .cececseccacccess 92 
Electrical machinery and equipment................ 80 
Machinery, except electrical. ............2.20ceeuee 67 
Transportation equipment, including motor vehicles... 40 
Stone, clay and glass products............:eeeeeeee 82 
Habricated metal products 5p scsi gshie aisles 'eiare ole slates 70 
Other durable goods industries!...............--04% 49 
Nondurable goods industries... ..........0 cee ceeeccees 68 
oa anid beverages «sya Sin ayeislere aye eras! slevsisieivvaraeieie 49 
BUPesEEIe FATT WHTOCUCES 6, ete, = is avin. 4.6/0 s.4,0\e,014,0 4 s.0edine 608 65 
Papen and allied products. 5s. vecce cece scciecs see vs 64 
Chemicals and allied products..............00ee008 88 
Petroleum and coal products.............ceeeeeeee 70 
PERCE SILOULICUS 4) 0.4, spo .cvaue «cicitsuerhielerdjen is 9 6.0 s/s gle 65 #8 70 
Other nondurable goods industries?................. 51 


Based upon 512 respondents whose reports are summarized in table 1. The balance 
sheets from which these asset figures were obtained relate to year-end 1954, or the 
closest fiscal year to it 

1 Includes lumber products, furniture and fixtures, instruments, ordnance and mis- 
cellaneous manufactures 

2Includes apparel and related products, tobacco, leather and leather products, 
printing and publishing. 

Source: Toe ConrerEnce Boarp 
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propriations, then, is to measure key dimensions of 
business expectations as they relate to spending for 
capital goods. These are based upon actual manage- 
ment decisions at the highest level of authority in the 
company. Furthermore, the expectations are quantified 
in terms of capital appropriations newly approved and 
the total outstanding. 


Limitations 


Since this is the first progress report on the quarterly 
survey of capital appropriations, its limitations should 
also be underscored. Some of these are inherent in the 
type of data provided. Others will be present in the 
opening surveys but should be removed as the survey 
matures. 

This series differs from the existing ones on expected 
plant and equipment expenditures in that no specific 
time dimension is attached to an outstanding approved 
capital appropriation. What an appropriation signifies 
is that top management has formally decided to spend 
in the future so much for plant and equipment. Expendi- 
tures may be made entirely in the next quarter or they 
may be spread out over a longer period, say eighteen 
months or beyond.! 

Since management may wish to provide for possible 
contingencies, capital appropriations may contain an 
allowance for overstatement and understatement, such 
as a plus or minus 10%. Relatively small changes in total 
capital appropriations outstanding are thus not to be 
sifted too finely. The change in quarterly rates of appro- 
priation may provide a better measure of change in 
business expectations, but the calibrations on the 
measuring stick (even for this indicator) should not be 
too fine. 

Another limitation of the capital appropriations 
series is inherent in the very attempt to develop a fore- 
shadowing series. As soon as actual historical facts, no 
matter how quantified, are superseded by expectations, 
some change is inevitable. No matter how carefully a 
company plans and appropriates for capital spending, 
such factors as supply limitations, price changes, unex- 
pected engineering and construction problems, and 
finance will affect the final expenditure, both in amount 
and time pattern. This in no way alters the usefulness of 
attempting to develop an expectations series in terms of 
capital appropriations. The fact that so many large 
companies find the appropriations procedure helpful 
and that more and more companies, including some of 
the very largest, are developing such capital spending 
controls suggests that the present survey has consider- 
able promise. 

Still another problem relates to the attempt to fit 
capital appropriation procedures into one consistent 
pattern. The success of such an attempt can only be 

1 Still at midyear the average backlog of appropriations estimated 
for the top 1,000 companies was between three and four quarters, so 
that the time dimension does not stretch out indefinitely. What cannot 


be foretold from an appropriation is the specific quarter or quarters in 
which the money will be spent. 
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The Range of Backlog Rates 
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Total outstanding capital appropriations at midyear, divided by commitments 

or expenditures in ihe second quarter. As reported by the cooperating 

companies; see Table 4 

1 Includes lumber products, furniture and fixtures, instruments, ordnance, and 
miscellaneous manufactures 

2 Includes apparel and related products, tobacco, leather and leather prod- 
ucts, printing and publishing 

Source: The Conference Board 


appraised as more information is collected and capital 
appropriations are related to capital expenditures. It 
should be recognized that problems of definition may 


affect the survey, at least in its early stages. The at- 
tempt has been made to present clear-cut definitions 
of terms, and considerable correspondence has resulted 
in clarifying many questions. There remains the possi- 
bility that not all companies have precisely stated what 
was asked for in the initial two surveys. 

There are also problems in determining what consti- 
tutes an appropriation. In some companies, only major 
expenditures are appropriated and minor ones can be 
made outside the appropriations procedure. In other 
companies, fortunately only a very few, expense items 
associated with capital expenditures (capital items 
otherwise charged to current expense) are included in 
capital appropriations. It would appear, however, that 
such problems are of minor importance. 

Further questions arise in the very definition of manu- 
facturing. These are particularly troublesome in the 
case of the petroleum industry, where extraction, trans- 
portation and distribution are sometimes included in 
the industry total. Comparison of this survey’s results 
with those of the Commerce-SEC surveys suggests that 
the present quarterly survey includes in manufacturing 
some petroleum activities which the government agen- 
cies include elsewhere. A further defining problem re- 
lates to the nonferrous metals industry. At least for the 
present, this results in a certain range of incomparabil- 
ity between this and the governmental survey. 

Finally, this survey represents a ground-breaking 
attempt to collect information never heretofore gath- 
ered. The results obtained in the early surveys can be 
expected to be revised as more and more companies 
refine their own statistical and accounting procedures 
and relate them to this specific survey. It is well to re- 
member that in the launching of the existing Commerce- 
SEC survey of expenditure expectations about two 
years elapsed before the various difficulties were 
smoothed out. It is hoped that the gestation period for 
the present survey will be shorter and less trying to all 
concerned. 


Why the Top 1,000? 


This new survey is limited by design to the 1,000 
largest manufacturing companies as measured by total 
assets. Such companies account for a heavy proportion 
of all capital expenditures and account in large part for 
the movement in total spending for plant and equip- 
ment. Further, the satellite companies and other small 
and medium-sized companies often gear their expansion 
and replacement programs to those of the major com- 
panies. Knowledge of the activities of the largest 
companies with regard to capital goods should provide 
significant clues to trends in total spending by manu- 
facturing as well as to total business spending for plant 
and equipment. 

The top 1,000 companies were chosen because it was 
felt that extending the coverage downward through 
succeeding layers would yield rapidly diminishing re- 
turns. As matters stand now, the cutoff point for the 
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present survey was roughly $15 million in total company 
assets. Both THE ConrEerENcE Boarnp’s experience and 
that of other organizations in this field suggest that not 
too far below these figures companies no longer have the 
formal capital budgeting process that yields the appro- 
priation figures comprising the heart of the present 
survey. 

Thus another difference arises between this and other 
surveys in this field. By design, the quarterly survey of 
capital appropriations cannot be extended at the present 
time to cover the universe of all manufacturing com- 
panies, since it is necessarily confined to those organiza- 
tions which have a formal capital budgeting procedure. 

The top 1,000 companies were selected as a conven- 
ient number to permit a meaningful calculation of total 
capital appropriations that would be a very large per- 
centage of the total for all manufacturing if a complete 
canvass were taken. At the same time, the number is 
small enough so that cost considerations are not pro- 
hibitive and individual company treatment and consul- 
tation become feasible. In essence, then, the quarterly 
survey of capital appropriations is purposively a large 
company survey. 

Precisely because it is a large company survey, the 
present project limits, if not resolves, definitional prob- 
lems and insures continuity. Many of the problems 
already outlined above would become far more serious 
if this survey attempted to cover all manufacturing 
activity. In particular, this approach circumvents the 
fringe problem of new companies being formed and old 
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ones being dissolved. Mergers, too, can be treated on an 
individual basis. 

At the opening stage of this research project, a pilot 
study was conducted among members of THz Conrrr- 
ENCE Boarp’s Council of Financial Executives, Council 
of Marketing Research Directors and the West Coast 
Marketing Research Council. These management offi- 
cials were chosen as being representative of the persons 
who would be supplying the information and who would 
be among the important users of the end results. Fur- 
ther, individual large companies were visited in person 
to obtain reactions to the actual questionnaire and the 
wording of the instructions. In dealing with a selected 
universe, such activities become meaningful. 


Coverage 


Some indication of the extent of coverage provided by 
limiting the survey to the top 1,000 companies can be 
gleaned from the following estimates: 


e The companies surveyed employ about 55% of all 
employees in manufacturing 

e They account for about two thirds of all manufacturing 
assets 

e They represent approximately three fourths of all 
capital spending by manufacturing companies. 


Thus, by limiting attention to these leaders of Ameri- 
can business, the quarterly survey of capital appropria- 
tions specifically measures changes in business expecta- 
tions at the crucial points of observation as they relate 
to future spending for plant and equipment. 

The so-called blowup of the respondent company 
returns to the 1,000-company universe is obtained in 
terms of total assets. The information presented by the 
respondent companies is first classified by industry, and 
then within each industry by three broad groups 
according to size of assets. Totals for each industry 
within the universe are then developed in accordance 
with the per cent of total assets represented by the 
respondent companies. 

Thus far, the survey coverage, including those com- 
panies that reported just for 1956 as well as those that 
included historical data for 1955, embraces 69% of the 
total assets of the top 1,000 manufacturing companies 
(see table 2). 

Coverage as measured by assets was equally satisfac- 
tory in the durables and nondurables groups. For the 
iron and steel and nonferrous metals industries, the 

1 The actual size groups used in this calculation were (1) under $50 
million; (2) $50 million to $100 million; and (8) $100 million and over 
in total assets. For example, if returns were received from companies 
representing 50% of the total assets in the smallest-size group in a 
specific industry (again only among the top 1,000 companies), then the 
reported figures were multiplied by two to obtain the estimated totals 
for that specific size group in the industry. This blowup factor was 
applied to all reported figures for that specific size group. Similar 
calculations were made for the other two size groups. Finally, all three 
estimates are totaled to obtain the aggregate for the industry. In other 
words, the appropriations experience of the reporting companies was 


assumed to be applicable to the nonreporting companies according to 
the relation of appropriations and expenditures to assets. 
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Table 3: Newly Approved Capital Appropriations for Respondent Companies, First Half, 1955, and First Half, 1956 


Millions of Dollars 
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Note: Based upon 460 respondents. Industry totals may not add up because of rounding 

1 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
2 Includes apparel and related products, tobacco, leather and leather products, printing and publishing 
Source: Toe ConFERENCE Boarp 


survey coverage was over 90%. These industries, of 
course, are characterized by their large scale of opera- 
tions, owing in part to the industry’s technology. For 
similar reasons, coverage in the chemicals group was 
particularly encouraging, again reaching nearly 90%. 
For stone, clay, and glass products, and the electrical 
machinery industries, the cooperating firms had 80% or 
more of the industry assets in the survey universe. 

Survey coverage is weakest in the transportation 
equipment group, the only major industry group with 
asset coverage considerably under 50%. Aside from this 
case, the coverage is generally weakest where relatively 
small companies represent a sizable segment of the in- 
dustry universe, even at the apex of the manufacturing 
asset pyramid. For example, in both the “other” dur- 
ables and “‘other’’ nondurables groups, coverage was 
only about 50%; lumber and furniture in the hard-goods 
group, and apparel, leather, and printing in the soft- 
goods group have the least satisfactory coverage. 

The universe of the individual top 1,000 manufac- 
turing companies was developed primarily from Moody’s 
Industrials, 1955. This search was supplemented by 
Standard & Poor’s Register of Directors and Executives, 
1956, annual company reports, and other private trade 
sources. An effort was made to compile as accurate a 
listing as possible; the first time since 1948 that this has 
been done for the largest 1,000 manufacturing companies. 


Annual Appropriations 


Only for a relatively few companies are capital appro- 
priations approved on an annual basis. For such com- 


1 See Federal Trade Commission, “A List of 1,000 Large Manufac- 
turing Companies, Their Subsidiaries and Affiliates, 1948,” June, 1951. 
The great majority of companies are found to be on both the later 
Conference Board’s array and the earlier listing of the Federal Trade 
Commission. 
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panies, annual appropriations and expected annual 
expenditures would not be too different. In the majority 
of cases capital appropriations are approved more 
evenly throughout the year. This again serves to dis- 
tinguish the results of the present survey from others in 
the field built solely upon annual data. Even for those 
companies with an annual appropriation, some addi- 
tional appropriations are made during the year, and in 
many cases a year-end balance is carried over to the 
succeeding year. 

Even among some of the largest companies surveyed, 
capital budgeting procedures are relatively new. 
Further, many companies in the top 1,000 have indi- 
cated a renewed interest in this field since receipt of our 
initial request for data and are reviewing their account- 
ing practices and records. It is hoped that as a result of 
this survey company interest in detailed capital budget- 
ing will mount. As it does, the quantitative data to be 
presented will serve a growing company need for com- 
parative figures on an industry basis—and ultimately 
also provide information on appropriations by type of 
outlay, particularly by major forms of equipment. 


HISTORICAL TRENDS 


As to the detailed findings, the emphasis is upon in- 
dustry figures and historical comparisons. The data are 
those actually reported by the cooperating companies 
and are based on reports filed by the same companies 
for all quarters. 

The users of this new information will undoubtedly 
foresee many new lines of development of the mass of 
information presented beyond the level of analysis actu- 
ally reported here. (See “Looking Ahead,” page 434.) 
The details as reported by the cooperating companies 
are believed to be of sufficient interest to be presented 


BUSINESS RECORD 


in full, even though a more complete analysis of their 
implications must await future treatment. 

The detailed findings in this initial report cover the 
first, second, and fourth quarters of 1955, and the first 
two quarters of 1956. (Data for the third quarter of 1955 
will be collected in connection with the survey for the 
third quarter of 1956.) Returns containing capital ap- 
propriations, along with expenditure data for all five 
quarters, were secured from 460 companies. This group 
represents a somewhat smaller coverage—about 65%— 
of the top 1,000-company universe than is presented 
in table 1. 

For the first summary of findings it was felt that the 
maximum coverage in 1956 should be used in estimating 
the aggregates for the 1,000-company universe. The his- 
torical and industry data as reported by the 460 co- 
operating companies can, in turn, form the basis for 
analyzing changes over the comparable period a year 
earlier and help in evaluating some of the seasonal char- 
acteristics of this new body of information. 

For the time being, this detailed historical informa- 
tion will be presented simply as reported. Further con- 
sideration will be given to the problems of industry 
aggregates as well as developing seasonal adjustments. 
Both of these problems are held in abeyance at present 
by confining attention only to actually reported data. 


New Appropriations 


For the first half of 1956, newly approved appropria- 
tions of the cooperating companies were running 39% 
higher than in the first half of last year (see chart). 
Companies in the durable goods industries had a higher 
rate of appropriation approvals—46%. For the non- 
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durable goods companies the increase was only 32% 
over 1955. Particularly noteworthy was the 265% in- 
crease in appropriations newly approved by the primary 
nonferrous metals reporting group. The 129% increase 
in appropriations newly approved by the companies in 
the chemicals industry in the first half of 1956 compared 
with the same period a year ago also stands out. On the 
other hand, three industrial groups—primary iron and 
steel, textile mill products, and petroleum—reported 
newly approved appropriations were up less than 10% 
in the first half of this year compared with 1955. The oil 
industry accounted for more appropriations in both 
periods than any other reporting industries. In fact, four 
groups—the petroleum, iron and steel, nonferrous met- 
als, and chemicals groups—accounted for about two 
thirds of all capital appropriations newly approved in 
the first half of this year by the cooperating companies. 


Appropriation Backlogs 


Data on newly approved appropriations can be placed 
in the framework of the outstanding backlog of uncom- 
mitted or unspent appropriations. It is particularly 
significant, for example, that the cooperating companies 
reported that their midyear appropriation backlogs 
were up 63% compared with mid-1955 (see chart). Over 
the same period, the backlog for durable goods com- 
panies rose 72%, and for the nondurable goods group 
51%. This comparison suggests that the greater acceler- 
ation of capital spending among the hard-goods com- 
panies than among the soft-goods group may well 
continue in the months ahead. 

Among the several industries, the appropriations 
backlog for the primary nonferrous metals industry was 


Table 4: Outstanding Capital Appropriations for Respondent Companies, Mid-1955 and Mid-1956 


Millions of Dollars 


All M 1 laid Ao CERI GO GAO DOE. OPPO noe CCC acre orn 
able Goods Industries. ...- 2.0. .0.cceec ces cceeeceecceees 

Pecary POTMIANC SEECL: a ote ne ne act teerta sie rhos Mee as sees 
eramary nomerrous metals, .). 25 oc cil esis coe ewe tlstsie co do's 
Electrical machinery and equipment..................00005 
eankinery, EXcept electrical . <5 2hi5.65c06 esc scnsisciccie ce 
Transportation equipment, including motor vehicles......... 
Stone; clay and glass products. ..0.00..0.00csscesescececes 

Sra Meated metal Products> <)),iee tele. Ue esses scenes o's 
Other durable goods industriest............ 0.0.2.0 cece eee 


Nondurable Goods Industries. ............ 0c ccc sce ceeeeeeees 
MERTEN DEVEFA BESS seen liay siete os ielerelalersed sities sis eee oder 
REPEEMERENT A DEOUUCESS fete tears cee a iaisieicreieiy ef ese's's 9 aivlstsrs deve’ 
aneraidtallied Produets s. .. ss ans ccle seine ssieiveaisnereaies 
Wnemicals and allied products... 0... So2S ec ce. cece cece ces 
petroleum and coal products. 202.) 052.. 0.60 cave cece cess 


Number of Quarters of Commit- 
ments or Spending Represented 


Per Cent Change by Outstanding Appropriations 


Mid-1955 Mid-1956 1956 over 1955 
Mid-1955 Mid-1956 
4,696 7,483 8.1 3.6 
2,594 4,453 a8 i 
1,145 1,796 6.8 5.5 
251 880 4.1 Ral 
343 507 4.0 8.8 
196 234 $:2 2.8 
315 457 1.6 2.8 
231 376 3.8 3.5 
48 120 3.0 3.4 
66 82 2.9 1.9 
2,002 3,080 2.5 ou 
189 210 2:8 3.2 
111 146 3.8 3.0 
178 839 8.1 5.5 
517 1,016 SF 4.3 
992 1,173 2.1 2.2 
9 16 1.3 1.2 


emetATrORMTROCUC EN Gy six sete isieie ee oh atures ac. la /s visto ne elere o.glelle’s 
Other nondurable goods industries*................00eeeeee 


Note: Based upon 460 respondents, Industry totals may not add up because of rounding 


Source: Taz ConrereNce Boarp 


1Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
2 Includes apparel and related products, tobacco, leather and leather products, printing and publishing 
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Table 5: Approved Capital Appropriations, Appropriations Committed or Spent, and Outstanding Capital Appropriations, 
First, Second and Fourth Quarters, 1955, First and Second Quarters of 1956 


Millions of dollars 


1955 1956 
First Second Fourth 
Quarter Quarter Quarter 
All Manufacturing 
Approved capital appropriations outstanding at beginning of quarter...... 8,235 4,266 5,057 
Capital appropriations newly approved or authorized during quarter....... 2,277 1,873 2,383 
Approved capital appropriations committed or spent during quarter.......... 1,181 1,481 1,765 
Approved capital appropriations canceled during quarter.............+.+4+- 58 67 98 
Approved capital appropriations outstanding at end of quarter............ 4,270 4,596 5,585 
[Capital expenditures made during quarter...............0ecsseeeceeeeee 999 1,283 1,667 
Durable Goods Industries 
Approved capital appropriations outstanding at beginning of quarter...... 1,742 2,241 3,015 
Capital appropriations newly approved or authorized during quarter. ...... 1,013 1,047 1,380 
Approved capital appropriations committed or spent during quarter.......... 496 678 931 
Approved capital appropriations canceled during quarter..........0.+0-.005 15 20 59 
Approved capital appropriations outstanding at end of quarter............ 2,243 2,594 3,405 
[Capital expenditures made during quarter...............ceeceeseeeeeeee 425 514 773 
Primary iron and steel 
Approved capital appropriations outstanding at beginning of quarter...... 643 945 1,203 
Capital appropriations newly approved or authorized during quarter....... 418 369 620 
Approved capital appropriations committed or spent during quarter.......... 116 169 800 
Approved capital appropriations canceled during quarter.........-eeeeeeee: a 2 16 
Approved capital appropriations outstanding at end of quarter............ 944 1,145 1,507 
[Capital expenditures made during quarter...............ceeeeeceeeeeees 102 151 931 
Primary nonferrous metals 
Approved capital appropriations outstanding at beginning of quarter...... 165 224, 387 
Capital appropriations newly approved or authorized during quarter....... 104 87 128 
Approved capital appropriations committed or spent during quarter.......... 46 61 118 
Approved capital appropriations canceled during quarter..........000-+-00 a 8 2 
Approved capital appropriations outstanding at end of quarter............ 223 251 394 
[Capital expenditures made during quarter.............-..0.e ee eee eeeeee 42 48 78 
Electrical machinery and equipment 
Approved capita] appropriations outstanding at beginning of quarter...... 350 334 380 
Capital appropriations newly approved or authorized during quarter....... 78 101 140 
Approved capital appropriations committed or spent during quarter.......... 8h 86 107 
Approved capital appropriations canceled during quarter. .........+eeeeeeee 7 7 22 
Approved capital appropriations outstanding at end of quarter............ 837 843 391 
[Capital expenditures made during quarter............-.-.-eeeeeeeeeeeee 77 74 101 
Machinery, except electrical 
Approved capital appropriations outstanding at beginning of quarter...... 137 183 195 
Capital appropriations newly approved or authorized during quarter....... 95 76 86 
Approved capital appropriations committed or spent during quarter.......... 50 63 72 
Approved capital appropriations canceled during quarter........-.+.+0000+ 1 2 8 
Approved capital appropriations outstanding at end of quarter............ 181 196 202 
[Capital expenditures made during quarter. ..............eeeeceeeeeeeee 47 55 68 
Transportation equipment, including motor vehicles 
Approved capital appropriations outstanding at beginning of quarter...... 179 235 420 
Capital appropriations newly approved or authorized during quarter....... 148 286 239 
Approved capital appropriations committed or spent during quarter.........- 8h 199 198 
Approved capital appropriations canceled during quarter..........+esee00-- 6 8 6 
Approved capital appropriations outstanding at end of quarter............ 235 815 455 
[Capital expenditures made during quarter. ..............00eeeeeeeeeeees 75 85 146 
Stone, clay and glass products 
Approved capital appropriations outstanding at beginning of quarter...... 198 211 299 
Capital appropriations newly approved or authorized during quarter....... 86 82 94 
Approved capital appropriations committed or spent during quarter .......... 75 61 75 
Approved capital appropriations canceled during quarter... ........eeeee00s ay = . 
Approved capital appropriations outstanding at end of quarter............ 209 231 316 
[Capital expenditures made during quarter. .............-cceeeeeeeeeeees 39 57 94 
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Table 5: Approved Capital Appropriations, Appropriations Committed or Spent, and Outstanding Capital Appropriations, 
First, Second and Fourth Quarters, 1955, First and Second Quarters of 1956—continued 


Millions of dollars 


1955 1956 
First Second Fourth First Second 
Quarter Quarter Quarter Quarter Quarter 
Fabricated metal products 
Approved capital appropriations outstanding at beginning of quarter...... 32 49 65 81 124 
Capital appropriations newly approved or authorized during quarter....... 44 15 48 69 32 
Approved capital appropriations committed or spent during quarter.......... 22 16 30 80 35 
Approved capital appropriations canceled during quarter... ........+.0+005: . 2 2 a a 
Approved capital appropriations outstanding at end of quarter ........... 54 48 81 120 120 
[Capital expenditures made during quarter...................000eeeeeeee 26 20 26 20 29] 
Other durable goods industries‘ 
Approved capital appropriations outstanding at beginning of quarter...... 38 60 66 59 75 
Capital appropriations newly approved or authorized during quarter....... 41 81 26 47 51 
Approved capital appropriations committed or spent during quarter.......... 19 23 29 29 43 
Approved capital appropriations canceled during quarter... ......+.-eeeeeee 1 i 8 1 1 
Approved capital appropriations outstanding at end of quarter............ 59 66 59 75 82 
[Capital expenditures made during quarter.................c ccc eeeeeeees 18 24 29 24 28] 
Nondurable Goods Industries 
Approved capital appropriations outstanding at beginning of quarter...... 1,493 2,025 2,042 2,185 2,937 
Capital appropriations newly approved or authorized during quarter....... 1,264 827 1,002 1,642 1,120 
Approved capital appropriations committed or spent during quarter.......... 685 803 83h 862 1,000 
Approved capital appropriations canceled during quarter. .........0...0+05: 4A 47 39 a7 85 
Approved capital appropriations outstanding at end of quarter............ 2,027 2,002 2,180 2,936 3,030 
[Capital expenditures made during quarter. ...................000eeeeees 574 769 895 728 944] 
Food and beverages 
Approved capital appropriations outstanding at beginning of quarter..... . 149 160 146 171 196 
Capital appropriations newly approved or authorized during quarter....... 66 43 65 76 81 
Approved capital appropriations committed or spent during quarter.......... 46 61 43 50 65 
Approved capital appropriations canceled during quarter... ...........0005 2 3 4 2 2 
Approved capital appropriations outstanding at end of quarter............ 166 139 164 195 210 
[Capital expenditures made during quarter. .................000eeeeeeees 46 51 48 43 63] 
Teatile mill products 
Approved capital appropriations outstanding at beginning of quarter...... 63 85 125 112 163 
Capital appropriations newly approved or authorized during quarter....... 58 56 81 91 33 
Approved capital appropriations committed or spent during quarter.......... 24 29 43 88 49 
Approved capital appropriations canceled during quarter.............-00055 14 dt 2 2 2 
Approved capital appropriations outstanding at end of quarter............ 84 111 113 163 146 
[Capital expenditures made during quarter................. 20 0c cess eeees 18 24 89 37 43] 
Paper and allied products 
Approved capital appropriations outstanding at beginning of quarter... ... 139 172 255 310 332 
Capital appropriations newly approved or authorized during quarter....... 74 70 119 97 68 
Approved capital appropriations committed or spent during quarter.......... 41 57 63 76 62 
Approved capital appropriations canceled during quarter........---+-++-04: 1 v4 2 1 J 
Approved capital appropriations outstanding at end of quarter............ 173 178 309 832 339 
[Capital expenditures made during quarter...............0..0 cee cece eens 38 49 67 58 73] 
Chemicals and allied products 
Approved capital appropriations outstanding at beginning of quarter...... 482 478 570 735 853 
Capital appropriations newly approved or authorized during quarter....... 141 188 343 340 415 
Approved capital appropriations committed or spent during quarter.......... 181 140 176 211 239 
Approved capital appropriations canceled during quarter..........+-++-00+5 18 8 3 11 18 
Approved capital appropriations outstanding at end of quarter............ A474 517 735 853 1,016 
[Capital expenditures made during quarter. ..............e cee e eee e ens 122 186 185 172 228] 
Petroleum and coal products 
Approved capital appropriations outstanding at beginning of quarter...... 608 1,059 858 757 1,244 
Capital appropriations newly approved or authorized during quarter....... 884 435 387 954 476 
Approved capital appropriations committed or spent during quarter.......... 422 482 469 454 538 
Approved capital appropriations canceled during quarter...........+.+-+-+: 8 21 27 10 16 
Approved capital appropriations outstanding at end of quarter............ 1,060 992 757 1,244 1,173 
[Capital expenditures made during quarter.............-220eeeeeee reece 830 476 515 888 498] 


OCTOBER, 1956 431 


Table 5: Approved Capital Appropriations, Appropriations Committed or Spent, and Outstanding Capital Appropriations, 
First, Second and Fourth Quarters, 1955, First and Second Quarters of 1956—continued 
Millions of Dollars 


Rubber products 


Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 


Approved capital appropriations committed or spent during quarter 


Approved capital appropriations canceled during quarter........... 
Approved capital appropriations outstanding at end of quarter.... 


[Capital expenditures made during quarter...........--..-.----- 


Other nondurable goods industries? 


Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 


Approved capital appropriations committed or spent during quarter 


Approved capital appropriations canceled during quarter........... 
Approved capital appropriations outstanding at end of quarter.... 


[Capital expenditures made during quarter................-..0+5 


1955 1956 
First Second Fourth First Second 
Quarter Quarter Quarter uarter Quarter 
Sinteye ite 45 60 78 95 134 
eiste eee 833 29 53 64 33 
aiehsteiecein red 26 33 23 35 
Saher: 2 6 2 2 
Rated 60 57 96 134 130 
sMxegigiis 1 17 26 33 23 35] 
Sees 7 11 9 6 15 
syouetenerane Yh 5 5 20 14 
Ssaces 8 7 8 11 13 
ee eee eee s = bed a J 
Sie lwra gente 11 9 6 15 16 
Se iceeisete 8 8 8 5 8] 


® Less than $500,000 


1 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
2 Includes apparel and related products, tobacco, leather and leather products, printing and publishing 


Note: Based upon 460 respondents. Industry totals may not add up because of rounding 


Source: THz ConrerENcE Boarp 


up 251% from mid-1955 to mid-1956. Other industries 
with hikes of more than 100% over the same period are 
the fabricated metal products and the rubber groups. 
Again, the same four industries—iron and steel, non- 
ferrous metals, chemicals and petroleum—accounted 
for two thirds of the uncommitted or unspent appropria- 
tions backlog at mid-1956. 

The backlog rate can be calculated by dividing the 
total outstanding capital appropriations at the end of 
the period by the appropriations committed or spent 
during the period. This adds another facet to the new 
types of analysis made possible by this survey. For all 
manufacturing companies that provided historical in- 
formation, the backlog rate at midyear was 3.6 quarters. 
The backlog rate has, therefore, been substantially 
stepped up from where it was in mid-1955—3.1 quar- 
ters. Both the durables and nondurables groups show 
over-all increases in their rate of appropriations backlog 
(see table 4). 

The extent of formal forward planning in the non- 
ferrous metals group is particularly pronounced, as 
shown by the 7.1 quarters represented by their midyear 
backlog. This compares with 4.1 quarters at mid-1955. 
The paper and rubber industries also reported sizable 
increases in their rate of backlogs. However, other 
groups such as textile-mill products, nonelectrical 
machinery, and stone, clay and glass products experi- 
enced a decline in their backlog rates when mid-1956 is 
compared with mid-1955. (See chart.) 

This wide diversity among industries in the rate of 
backlog of approved capital appropriations at mid-1956 
from one to seven quarters merits attention in the cur- 
rent debate over the firmness of longer-range business 


planning and expectations. The factors making for such 
a wide range will be explored in future reports. 


The Basic Data 


Finally, the basic data are presented in table 5. 
Again, these refer to those companies that were able to 
submit comparable appropriations and expenditure 
data for all five quarters. These basic data are sum- 
marized in tables 3 and 4. 

Several points should be kept in mind by users of this 
new information. First, every company included in this 
basic table supplied at a minimum the required data on 
new appropriations and capital expenditures for all 
quarters. Secondly, the theory of the survey called for 
the backlog at the end of the quarter to be determined 
as follows (A+B—C—D=E): 

A. Total outstanding capital appropriations at the 

beginning of the quarter; plus 

B. New appropriations approved during the quarter; 

minus 

C. Appropriations committed or spent during the quarter; 

minus 

D. Cancellations during the quarter; equals 

E. Total outstanding at the end of the quarter. 


In some cases this was not feasible. In some com- 
panies all capital expenditures are not covered by ap- 
propriations. Subtracting total capital expenditures 
from the sum of outstanding appropriations plus net 
new appropriations would, therefore, not yield exactly 
the total outstanding at the end of the quarter. How- 
ever, for the aggregate of all cooperating companies, the 
amount of such differences is very small. 
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To illustrate, take the second-quarter 1956 informa- 
tion shown in table 5, for all manufacturing. The 
arithmetic sum of the total outstanding capital appro- 
priations at the beginning of the quarter, plus new 
appropriations during the quarter, less commitments or 
expenditures during the quarter, less cancellations, is 
$7,477 million. The actual reported backlog at mid-1956 
was $7,483 million, a difference of only $6 million out of 
the total of $7.5 billion. 

Third, there are other differences of small amount 
between the total outstanding capital appropriations at 
the end of the quarter and the total outstanding at the 
beginning of the following quarter. In theory, of course, 
these should match exactly. However, some companies 
find it necessary to make some technical adjustments 
such as the change of a particular appropriation from 
capital to expense, or vice versa. Again, these technical 
accounting adjustments represent a very small discrep- 
ancy so far as the total survey is concerned (though for 
a particular company they may loom quite large). 

Thus the total outstanding capital appropriations for 
all manufacturing outstanding at the beginning of the 
second quarter of 1956 is $9 million higher than at the 
end of the first quarter (as compared with a $7-billion 
total). Obviously, such differences as these can have 
little if any bearing on the analytical interpretation of 
this body of information. They are mentioned merely to 
avoid confusion when, for a particular industry group, 
end-of-period backlogs cannot be added to the last dollar 
from the data presented and do not match to the last 
digit the opening balance of the subsequent quarter. 


Comparison with Commerce-SEC 


Since these survey results may be used in conjunction 
with the Commerce-SEC quarterly survey of antici- 
pated capital expenditures, a word of caution is neces- 
sary. The quarterly survey of capital appropriations is 
a large-company survey. The universe is the 1,000 
largest companies. The government survey, on the other 
hand, is designed to cover all manufacturing companies. 
For example, to subtract the present historical capital 
expenditures data from the Commerce-SEC totals 
would not yield statistically reliable results. Further, as 
previously mentioned, there are key differences in defini- 
tion of at least two important industry groups—non- 
ferrous metals and petroleum. The appropriations sur- 
vey apparently includes some important companies 
classified elsewhere in government reports. 

The final and most important reservation is that the 
focus of this new survey is capital appropriations. Data 
on capital expenditures were obtained solely to enable 
internal comparisons between capital appropriations 
and capital spending. Such information was also needed 
to trace the possible existence of lead-lag relationships 
between the two measures. The historical capital ex- 
penditures data herein provided were, therefore, de- 
signed to be used in the context of the present study. 
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Even Flow of Appropriations 


The relatively even flow of newly approved capital 
appropriations is a striking and encouraging feature of 
the detailed industry data now available for five quar- 
ters. This pattern suggests that the capital appropria- 
tions process tends to be continuous throughout the 
year and is not affected by very strong seasonal fluctua- 
tions. Perhaps only in the petroleum industry does a 
pattern of dominant first-quarter appropriations ap- 
pear; in both second quarters, newly approved appropri- 
ations were about half that of the corresponding first 
quarter. The initial observations suggest that the 
seasonal movements are susceptible to measurement 
with some degree of confidence. 


The 1956 Backlog Hike 


For the companies reporting information in all five 
quarters (see table 5), the backlog of approved capital 
appropriations rose some 34% during the first half of 
1956. In the first half of 1955, the backlog advanced 
42%. Backlogs of the hard-goods industry rose only 31% 
during the first six months of 1956, compared with 49% 
in the same period a year earlier. On the other hand, the 
appropriations backlog of the soft-goods companies rose 
more during 1956 than it did in 1955—39% vs. 34%. The 
chemicals industry is most responsible for the better 
showing of the nondurables group. Its backlog jumped 
by 38% in the first half of 1956 compared with 7% in the 
comparable period of 1955. 

The backlog of approved appropriations rose steadily 
in all five quarters in 1955 and 1956 for which informa- 
tion is now available. This is owing primarily to the 
steady upsurge in the backlogs of the durable goods 
companies. In the soft-goods group, the backlog did not 
change appreciably during 1955, but jumped in the first 
quarter of 1956 and again continued at the same rate at 
the end of the second quarter. (See chart.) 

The industry detail suggests that the petroleum in- 
dustry in large part accounts for this difference in 
behavior of the soft-goods group. Among the oil com- 
panies the practice of annual appropriations is appar- 
ently more prevalent than in other industries. Here, the 
declining backlogs during 1955 and also 1956 reflect the 
practice followed by some companies of appropriating a 
full year’s capital spending as a lump sum in the opening 
months of the year. That all oil companies do not follow 
such procedures is evident from the sizable ($34 billion) 
appropriations outstanding at the end of last year. 


Upsurge in Capital Spending 


The capital spending of the cooperating companies 
surged ahead during 1955, fell seasonally in the first 
quarter of 1956, and in the second quarter rose to a peak 
for the period under consideration. The pattern was 
equally applicable to the hard-goods and the soft-goods 
groups as a whole. This trend, of course, has already 
been noted for the entire manufacturing universe by the 
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Commerce-SEC surveys. At least to this extent, the two 
surveys report similar findings as to the general upsurge 
in capital spending by manufacturing companies. 

In this initial report it is not practical to push our 
analysis to the hilt. Time and the wealth of new informa- 
tion never before made public have led us to deal 
primarily with the more obvious highlights of the two 
initial quarterly surveys. Even at this early stage, the 
data available now permit the individual companies 
that cooperated to compare their capital appropriations 
experience with that of their industry. The remaining 
large companies, we hope, may be moved toward co- 
operation, so that they will be able to study the appro- 
priations trends in their industry. Medium- and smaller- 
sized companies, in turn, can now examine emerging 
trends and the extent of future formalized planning of 
plant and equipment outlays for a sizable and sensitive 
sector of American industry. 


Looking Ahead 


This progress report has emphasized the conceptual 
problems involved in the attempt to present dollar data 
as they relate to business decisions to spend for plant 
and equipment. Rough as are the basic materials shown 
in this first report, the findings appear significant in 
their own right. And this report represents only the 
beginning of a comprehensive research investigation 
into the factors that determine capital goods spending. 

The present survey has thus taken only the first step 
in examining important phases of the capital budget. It 
is hoped that such an approach, thoroughly quantitative 
in nature, will prove successful in providing further 
insights into prospective spending for plant and equip- 
ment. As work progresses, the relationship between 
approved capital appropriations and the foreshadowed 
capital spending which subsequently emerges can be 
more fully explored. Such relationships can be developed 
on an industry basis, and perhaps even by size of com- 
pany within each industry. Turning points in the capital 
appropriations series can be matched against turning 
points in the corresponding expenditure series. Changes 
in the backlog of approved capital appropriations may 
afford significant clues as to future trends in expendi- 
tures. 

Furthermore, the information concerning cancella- 


1 A comparison of the rates of increase in capital expenditures, a 
by-product of the Conference Board survey, with those reported for 
all manufacturing by Commerce-SEC indicates a greater upsurge in 
capital spending by the large durable goods companies taken as a 
whole. The rates of increase for the nondurables group are almost 
identical for the two surveys. As might be expected, for particular 
industries the rates of increase in the two series are not so close as 
they are for the total groupings. For the comparison in rates of in- 
crease in capital expenditures between the first half of 1956 and the 
first half of 1955, five of the durables industries showed a larger hike 
in the present survey—primary iron and steel, machinery except 
electrical, transportation equipment, and stone, clay and glass prod- 
ucts; in the nondurables industries, textile mill products, chemicals, 
rubber, and other nondurables also indicated a larger increase in 
capital expenditures than the comparable over-all Commerce-SEC 
industries. However, since the present survey represents only the 
large companies, differences in detail are to be expected. 


tions of capital appropriations may provide extremely 
useful clues concerning the way a turning point in capi- 
tal goods spending takes place. When business expecta- 
tions as to plant and equipment turn downward, does 
the ensuing action take the form of cancellations of 
existing projects, stretching out of existing appropria- 
tions, a sharp drop in newly approved capital appropria- 
tions, a combination of all three, or some other form? 
Careful consideration can be given to those sectors of 
industry where cutbacks might be most pronounced at 
such periods. 

Even apart from the many research possibilities in 
the field of capital goods spending, the quarterly survey 
will provide a useful by-product of up-to-date informa- 
tion on the capital budgeting practices of the large man- 
ufacturing companies. Our field work has already re- 
vealed that most of the respondents do not operate on 
an annual appropriations basis. Instead, the steady flow 
of appropriations throughout the year points to the 
flexibility that apparently characterizes company capi- 
tal budgeting procedures and thereby highlights the 
feasibility of the current survey. 

Above all, Taz ConrerEeNcE Boarp hopes to add still 
another valuable tool to our growing kit of analytical 
measures designed to aid in the diagnosis and prognosis 
of business and economic trends. The quarterly survey 
should prove of growing interest not only to those con- 
cerned with national trends affecting the whole econ- 
omy, but also to the individual company in comparing 
its position in a particular industry and to manufactur- 
ing activity as a whole. The focusing of attention on the 
appropriations process through the regular publication 
of specific numerical information, it is hoped, will en- 
courage all companies to give the matter of planning 
and spending for plant and equipment the careful and 
continuing attention it deserves. 


Morris CoHEN 
Martin R. GaInsBRUGH 
Division of Business Economics 
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Public Control of Economic Enterprise—A study of the needs 
from which government economic controls arise, the experi- 
ence under these controls, and the differing objectives of the 
various control programs. Separate sections are devoted to 
the transportation and public utility industries and to regu- 
lation of labor, competitive practices, and the securities 
markets. By Harold Koontz and Richard W. Gable. McGraw- 
Hill Book Company, New York, 1956, 851 pages. $7. 


The Changing Shape of Metropolitan America: Deconcentra- 
tion Since 1920—A timely study of the factors behind the 
growing significance of the metropolitan area, the dominant 
characteristics of that movement, and its resulting distribu- 
tion of population and labor force. By Amos H. Hawley. The 
Free Press, Glencoe, Illinois, 1956. $4. 
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Executives Find: 


LONG-RANGE PLANNING PAYS OFF 


almost all the executives cooperating in this 

month’s survey of business practices. Out of 189 
manufacturing companies participating, only about one 
out of four either has no formalized forward planning or 
does not plan ahead further than one year. Many com- 
panies report using forward planning merely as a guide, 
but the greater number say that they place considerable 
reliance on it. 

While the difficulties encountered in long-range 
planning are legion, the experience of most reporting 
companies indicates that these troubles can largely be 
overcome. 

The most common time intervals for long-range 
planning are five and ten years. More than one planning 
period is often used, depending on the area of the busi- 
ness that is involved. 

The responsibility for supervision of long-range 
planning in almost all cooperating companies originates 
at the top executive level. In many companies almost 
everyone of executive rank and many in middle manage- 
ment participate in planning activities. In most com- 
panies no one department is responsible for carrying out 
long-range planning but there is generally central direc- 
tion and coordination. A few companies have full-time 
planning directors and staff departments. 

The scope of long-range planning varies broadly from 
company to company, and from one industry to another, 
and there is little uniformity of opinion as to what con- 
stitutes long-range planning. 


VALUE OF PLANNING 


The degree of reliance which company executives 
place on their long-range planning activities is a fair 
measurement of its value in over-all company opera- 
tions. Of the 142 companies reporting that they have 
long-range planning programs, almost half indicate that 
they place “‘a great deal of reliance” or “considerable 
reliance’’ on these programs. 

An executive of an aircraft manufacturing company 
explains his company’s dependence on long-range plan- 
ning as follows: 


ONG-RANGE planning is essential, according to 


“We rely on our long-range planning in the short-range 
situation to analyze and determine the desirability of pro- 
posed projects. We rely on long-range planning to promote 
and guide the sales and development engineering programs 
as the one formal means we have of tying in the efforts of 
the company to grow and improve its operations.” 
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The president of a hardware producing company 
which places considerable reliance on long-range plan- 
ning writes: 


“Long-range planning organizes our efforts and it cer- 
tainly seems as though it would be impossible to make 
proper decisions were not such long-range objectives care- 
fully planned. It is true that events never precisely follow 
long-range planning, yet sometimes it is quite surprising 
how well such plans can be approximated purely as a result 
of all departments of the business knowing exactly what the 
goals are.” 


A construction materials company that has used long- 
range planning for fifteen years reports: “Based on our 
experience we have found that we can place a great deal 
of reliance on our long-range planning. Most of our 
long-range plans have materialized fairly close to 
schedule.” 


Some Have Doubts 


Only fifteen executives, mostly in smaller companies, 
indicate that they do not have very much faith in long- 
range planning as carried out in their companies. 

The president of a rubber products company who 
doesn’t have complete faith in long-range planning, but 
finds it partially helpful, comments: 


“There are too many uncertainties in laying plans to 
cover a five-year period to place great reliance in them. 
Assumptions have to be made which do not always mate- 
rialize. They do, however, clarify possible directions in 
which expansions can be anticipated, and they permit us to 
study in advance what we may require for plant, equip- 
ment and capital. If we are able to carry out these plans, 
we can do it much faster and with greater assurance if 
planning has been thorough.” 


Most of the other companies which do not place too 
much reliance on long-range planning speak of special 
situations in their particular businesses which tend to 
negate the value of planning ahead. For example, the 
president of an electrical industrial equipment producer 
says: 


“Our business is rapidly expanding and the rate of 
growth can readily be controlled. Up to the present, we 
have based our program on the assumption that the avail- 
able market far exceeds our ability to service it. It appears 
that this assumption will continue to be valid for at least 
the next few years, since there seems to be no likelihood 
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that aircraft and guided missiles appropriations will be 
substantially reduced during this period.” 


The need for “playing by ear” by executives of small 
companies is advanced as an argument against planning 
ahead for longer than one year. The general manager of 
a metalworking machinery company replies: 


“We know pretty much what we are going to do from 
year to year and have definite short-range plans for a year 
ahead. Too many factors enter into our long-range planning 
that prevent us from setting specific goals to be achieved. 
In fact, it is foolish, for instance, to set an annual desired 
expansion rate of, let’s say, 5% per year. We know we 
want to expand, but we let our existing and new products 
and markets set the actual rate which may be quite fast at 
times and slow or at a standstill at other times. In a small 
business one has to do a lot of ‘seat of the pants flying,’ and 
no formal] plans will make up for the feel and judgment 
required of the individuals who must weigh the calculated 
risk and chart the future course of the business.” 


The president of a manufacturer of specialized indus- 
trial machinery cites lack of reliability as the reason for 
not placing more reliance on future planning: 


“Unfortunately, due to rapidly changing conditions, our 
long-range planning is not so reliable as we would like to 
see it. Too many unforeseen things arise.” 


Others report that they rely more on long-range 
planning for some phases of their business than for 
others, that they place a great deal of reliance on for- 
ward planning for particular purposes, or that the de- 
gree of reliance varies with the length of the plan. 

“We place a great deal of reliance,’’ comments the 
president of a specialized industrial machinery company, 
“on our planning for the immediate year and also upon 
the second or third year. However, the further away we 
get the less accurate is the planning, and therefore, less 
to be depended upon.” 

And the president of an office equipment manufac- 
turing company says of his company’s plan: 


“The first year is firm and is used in all budgeting and 
sales planning. The next four years, while firm as they can 
be, serve more as a guide and check on our planning 
ability. They are used for that portion which requires 
longer lead time such as plant facilities.” 


Increasing reliance on long-range planning is reported 
by several companies. As an executive of a leading steel 
producer comments: 


“Greater confidence and reliance on long-range planning 
is being evidenced by top management as techniques and 
procedures are constantly being improved. Long-range 
planning is a recognized and important function of manage- 
ment and as such has management’s continuing and full 
support.” 


Why Long-Range Planning? 


Many cooperating executives cite the reasons why 
they feel long-range planning is important to the future 


success of their company. For example, the president of 
a general industrial machinery company says that its 
capital asset replacement program, ‘“‘which was started 
about seven years ago, has proved to be a godsend in 
giving us a reasonably accurate picture of what ma- 
chines would require replacement and when, the oppor- 
tunity to advance-plan these equipment purchases, 
a picture of how much money would be required beyond 
the depreciation accruals on each machine, and when 
that money would be required.” This projection has 
enabled it to accumulate ‘‘a considerable fund to defray 
the heavy excess costs of acquiring new machinery re- 
placing equipment ten to fifty years old. We have 
encountered no particular problem in handling this 
capital-asset replacement program; on the contrary, we 
would have gotten into a jam, we think, if we had not 
started it when we did.” 

The controller of a textile company reports that prior 
to the introduction of a long-range planning program 
his firm had the following serious problems: 


e “New projects were improperly assigned in the 
organizational structure; 

e “New projects were undertaken without proper pro- 
vision for adequate personnel; 

e “Functional departments promoted special areas of 
interest without proper coordination with other affected 
areas of the business; 

e Financing arrangements were undertaken without 
being related to over-all long-term needs of the business; 
e “There was no springboard that forced the decision 
to eliminate declining and marginal business operations; 
e “There was no apparent pressure on the senior 
management to review its organizational structure to 
determine if it met the needs of changing conditions.” 


The president of a metal-stamping and coating com- 
pany finds his company’s future planning “a great uni- 
fying force and challenge, and something which makes 
top management decisions more understandable and 
acceptable throughout the organization.” 

The furtherance of company growth is another reason 
for long-range planning in the view of a petroleum com- 
pany executive vice-president who believes that “much 
of a small company’s growth depends on the aggressive- 
ness of future planning. To date, except for many oper- 
ating problems, our long-range planning has been very 
effective in its intended purpose of setting a goal for 
company growth.” 

Avoidance of hasty decisions is another advantage 
found in long-range planning by the president of a com- 
pany making instruments and controls. “Careful but 
imaginative planning,” he says, “predicated on assump- 
tions that may or may not materialize, helps us avoid 
crisis decisions and allows us to consider resultant prob- 
lems that will follow any particular course of action.” 

A food company president believes that keeping 
abreast of competitors is another reason for having a 
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long-range planning program: “In view of the rapid 
growth of our economy, the steady growth in our popu- 
lation, and the steady rise of the standard of living, 
long-range planning is a ‘must’ for any business which 
hopes to be competitive, grow with the economy, and 
maintain or improve its share of the market.” 

Long-range planning isa necessary companion of short- 
term forecasting. The vice-president of a communica- 
tions equipment company says: 


“Long-range planning serves as a guide to development 
for the long pull. It is a necessary complement to shorter- 
term forecasting, which is based upon more tangible facts 
but alone could at times be quite misleading for long-term 
planning.” 


Other arguments in favor of long-range planning and 
the reasons why it is considered essential in various in- 
dustries include the following: 


“Long-range objectives serve as a means of developing 
better one-year plans and data by which capital expendi- 
ture proposals are supported. We emphasize their use as a 
guide to necessary management actions.” (Electrical indus- 
trial equipment) 

* * 

“Our long-range plans provide a yardstick with which to 
measure actual performance. Since they are made as 
realistically as possible, they show the direction in which 
the company is going.” (Organic chemicals) 

* * * 


“Ours is a heavy machinery business, making equipment 
generally for the capital expansion of other industries. We 
thus have to put considerable reliance on our long-range 
planning, since peak periods can hit very quickly and we 
must be prepared for them.” (Specialized industrial 
machinery) 

* * * 

“Long-range planning is the difference between im- 
proved progress and economy and dismal stagnation and 
going down hill.” (Paper and allied products) 


* * * 


“Long-range planning is considered very important to 
this company, particularly because of the large and costly 
nature of production equipment and the Jength of time 
required to obtain and instal such facilities. We are inclined 
to place a good deal of reliance on our long-range plans. 
But we recognize that errors are bound to occur and are 
prepared to make necessary revisions at any time as cir- 
cumstances may dictate.” (Blast furnaces and steel mills) 

* * 

“We place a great deal of emphasis on long-range plan- 
ning. We are positive that no long-range plan has ever been 
correct in detail, but we are certain that we are far better 


off having made long-range plans than if we had not made 
them.” (Organic chemicals) 


A Guide to the Future 


A number of executives emphasize that they do not 
adhere inflexibly to long-range planning but use it rather 
as a guide. “Our long-range programs,” states the treas- 
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urer of an office equipment manufacturer, “are merely 
used as a guide and are not definite plans which are 
adhered to without deviation or revision. We do place 
considerable reliance on these estimates with respect to 
cash requirements. Plans for any future financing would 
be based upon such a forecast.”’ 

And the president of a communications equipment 
company considers that “it is of importance to make 
long-range plans and then to modify them as seems 
necessary to meet changing conditions or new develop- 
ments which we did not foresee.” Further: 


“We expect to continue such planning, since without 
objectives and road maps agreed upon and generally 
understood throughout the organization, much time and 
effort may be wasted. We do not consider that such plan- 
ning produces difficult problems as long as it is considered 
as a guide rather than a directive and the organization 
remains flexible.” 


The need for flexibility is stressed by others, too. For 
example, the chairman of the board of a hardware com- 
pany comments: “‘All long-range planning must adjust 
itself to conditions as they develop. Therefore, that part 
of the plan which has not been put into effect must be 
subject to change to fit unexpected conditions.” 

And the president of a company producing control 
instruments reports that it attempts “‘to keep these 
forecasts fluid so that they may be altered at any time 
depending upon general business conditions. We do not 
feel that they can be accurate unless they are continu- 
ously revised.” 


DIFFICULTIES ENCOUNTERED 


The problems involved in long-range planning, as 
reported by the participants in this survey, fall largely 
into the following areas: 


e Forecasting 

e Planning techniques 

e Organizational relationships 

e Manpower and money shortages 

e Supplier and customer relationships 


Forecasting Problems 


The close relationship between long-range planning 
and forecasting is brought out clearly in the remarks of 
cooperating companies when citing their difficulties. 
Comments include ‘“‘inability to see the future clearly,” 
“ood industry statistics lacking,” “sales estimates are 
too conservative,” “the projection of growth in demand 
is difficult,”’ and many others indicating some lack of 
faith in forecasting techniques and in the available in- 
formation for forecasting purposes. 

The budget director of a motor vehicles and equip- 
ment manufacturer expresses his dissatisfaction with 
his company’s forecasts. “One of the major problems 
encountered,” he says, “‘is the extreme optimism which 
underlies all these projections. Sales forecasts, particu- 
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larly for new products, are not based upon compre- 
hensive market research and very frequently approach 
the stage of wishful thinking. Another area of weakness 
is the fact that capital expenditures have been based 
upon financial and statistical relationships (modified by 
judgment) rather than upon a comprehensive program 
of process and methods development.” 

The controller of a petroleum refining company has 
this to say: 


“The main problem encountered is the natural difficulty 
of foreseeing the future in a complicated business against a 
highly involved general economy for as long a period as 
five years ahead. Because of these uncertainties, the ac- 
ceptance throughout management of the five-year forecast 
as a planning tool has not been complete. But our experi- 
ence so far has convinced both top and departmental 
managements that the advantages of making five-year 
forecasts greatly outweigh inherent limitations.” 


The influence of governmental decisions makes fore- 
casting and this long-range planning difficult in the 
opinion of an oil company executive, who remarks that 
“government policies on taxes, tariffs and controls have 
an important bearing on long-term estimates. We feel 
that the unpredictable nature of these policies limits the 
reliability of our forecasts.” 


Planning Techniques 


Involved in long-range planning, in addition to fore- 
casting, are certain techniques which cause difficulties, 
say cooperators. One cooperator reports problems in 
“assembling and digesting factual information for ra- 
tionalizing our projections.” 

Avoidance of overcomplication in long-range planning 
is suggested by an industrial machinery company execu- 
tive. “Too much detail,” he says, “will tend to bog down 
the whole plan. We are trying to keep it simple.” 

And a petroleum refining company executive com- 
ments: 


“The principal problem appears to be the necessity for 
rather detailed studies in order to assess the interlocking 
characteristics of the entire program and the somewhat 
contradictory necessity of keeping the entire study flexible 
and simple enough for adequate evaluation and under- 
standing.” 


Organizational Relationships 


Internal organizational relationships can also create 
long-range planning problems. The president of a steel 
company writes that among the problems it has en- 
countered are: 


e “A tendency for each department to anticipate its 
requirements for capital too soon in the fear that some- 
one else may get the money if it is not there first; 


e “A tendency of the engineering department, which is 
responsible for estimating cost of capital improvements, 
to overestimate so that the company does not take full 
advantage of its opportunity to employ capital; 


e "A tendency of the treasurer to protect his position 
by estimates which are too conservative.” 


Manpower and Money Shortages 


Several cooperators report that both time and money 
have prevented them from doing as good a job on long- 
range planning as they would like. One electrical indus- 
trial equipment president writes: 


“Our greatest obstacle was that our executives have had 
their time so taken up with regular duties that the detailed 
studying necessary for long-range planning didn’t get 
done.” 


Another president mentions the “limited availability 
of engineers and managers” as hampering long-range 
planning activities. And the chief executive of a paper 
and paper products company notes that “our ambitions 
tend to run ahead of our capacity to finance the pro- 
grams that they envisage.” 


Supplier-Customer Relationships 


Problems encountered through the use of long-range 
planning in the area of supplier and customer relation- 
ships are described by the president of a specialized in- 
dustrial machinery company: 


e “Locating suppliers with the capacity for the special- 
ized type of equipment we require; 

e “Having persuaded them to accept our order, holding 
them to anything like their original delivery promises; and 
e “Persuading our customers to take us into their confi- 
dence by revealing to us their own plans in so far as the 
extent of their equipment needs is concerned so that we 
may ourselves build to serve them when they reach the 
stage at which they require our product.” 


And the president of a hardware manufacturing com- 
pany finds that “‘it is difficult for us to program without 
having full knowledge of what may happen in those in- 
dustries upon which we depend. 


Other Problems 


There are many other kinds of problems involved in 
long-range planning reported by cooperators. The con- 
troller of an organic chemicals company reports that 
some of his company’s problems in long-range planning 
include “‘getting busy people to come to grips with what 
is likely to happen from one to three years ahead, avoid- 
ing ‘generalization,’ and getting people to use the three- 
year guide rather than simply filing and forgetting it.” 

Many of these problems, however, are related to the 
particular industry and are not faced by all companies. 
For example, a food company executive complains of 
the “uncertainties of nature.” And one of the most 
difficult problems facing an automobile manufacturer 
“arises from the need for adjusting short-range plans to 
the rather wide fluctuations in demand for the com- 
pany’s products and the changing competitive forces at 
work in the industry.” 
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Most cooperating companies do not appear to be 
daunted by the many difficulties met in their long-range 
planning programs. An industrial machinery company 
which finds the unpredictable nature of the business 
cycle a major problem assumes “that business condi- 
tions will be excellent, but estimates the financial posi- 
tion of the company on two bases: (1) that business 
conditions will be good over the five-year period; and 
(2) that a slump in business will occur. The objective is 
to find financial plans which will hold up under both 
conditions.” 

An executive of an organic chemicals company finds 
that “on the average the shortcomings of plans are 
usually offset by unexpected new developments and 
acceleration in realization of some of the individual 
product plans and forecasts.” 

The general manager of a metalworking machinery 
company suggests that “alteration of plans periodically 
to suit current conditions” will help overcome the prob- 
lems involved. He states: “We expect to continue to try 
to anticipate our future problems by forecasting and 
advance planning while remaining flexible and capable 
of making immediate adjustments to current con- 
ditions.” 


DIRECTION AND COORDINATION 


While the direction and coordination of long-range 
planning programs is often a joint or group effort, in- 
herently top management, in the person of the president 
or the board of directors, is responsible for direction and 
coordination. As a steel company executive says: 
“Long-range planning is a recognized and important 
function of management.” 

In a number of companies the president works with 
another top executive, such as the financial vice- 
president, executive vice-president or a staff assistant 
to the president in supervising the planning function. 
The officer, next to the president, most frequently re- 
ported as being singly responsible for directing and co- 
ordinating long-range planning is the controller. Others 
mentioned less frequently are treasurer, executive vice- 
president, financial vice-president, and assistant to the 
president. However, the financial officers are usually 
involved in the direction of long-range planning when 
these plans are limited to purely financial matters such 
as capital needs. 

Group action is indicated by many companies when 
they name “executive committee,” “forecasting com- 
mittee,” “central staff control section,” “business and 
economic research department,” or “commercial de- 
velopment department” as the source of direction and 
guidance for planning activities. But in all these in- 
stances the president is either a member of the group or 
the person to whom the committee is responsible. 


Full-time Planners 


Fifteen companies report that they have one or more 
persons engaged full time in long-range planning duties. 
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Staffs range from one individual to a full-fledged depart- 
ment of seventy-five to one-hundred persons, as in the 
case of an automobile producing company; and to more 
than one hundred persons who work for the central co- 
ordination committee of a petroleum refining company. 
Some individual titles for those heading up these activi- 
ties and the person to whom they report include: 


Full-time Planner’s Title Reports to 
Assistant to President (Plans)........ President 
Vice-president—Planning............ President 
Director of Programming............ Financial Vice-president 
Manager of Control Section.......... President 
Coordinator of Forward Planning..... Vice-president—Organization 


Head of Long-Range Planning Group. . Director for Supply and 
Transportation 
Planning Director yas vates oles otecre = Executive Vice-president 


Participants 


While a few companies do have full-time staffs 
working on long-range planning, and many others re- 
port that senior management does most, if not all, of the 
long-range planning, there is a sizable number of com- 
panies in which participation in long-range planning 
extends throughout the organization. A few companies 
even say that future planning is “everybody’s job.” In 
decentralized companies, long-range planning is most 
frequently begun at the divisional level. 

A president of a steel company that does not central- 
ize responsibility for long-range planning comments 
that “‘this work is essentially directed and coordinated 
by the president and executive vice-president, who de- 
vote a substantial amount of their time to it. At their 
direction, the necessary information, along with analysis 
and recommendations, is obtained through the various 
functional department heads as required. These depart- 
ment heads (vice-presidents of sales, production, en- 
gineering, etc.) all serve on the management committee 
and report directly to the president and executive vice- 
president. Planning generally starts with sales forecasts 
provided by the sales department. Capital equipment 
programs are recommended by production and engineer- 
ing departments, and the treasurer and controller sub- 
mit plans for the handling of future financial require- 
ments. 

He goes on to say that the “assistance of plant mana- 
gers and other executive personnel throughout the 
company is obtained by the functional vice-presidents 
as required. In some instances, for example, committees 
including plant managers and qualified technical per- 
sonnel are appointed to study special projects of a long- 
range planning nature. The summarization of the over- 
all programs is generally carried out by the controller’s 
department which is also responsible for a major share 
of the budget preparation and control program.” 

Illustrative of the employment of committee action is 
the planning committee of a company producing air- 
craft parts. This committee is composed of the treasurer, 
who serves as chairman; the controller, the chief indus- 
trial engineer, vice-presidents for sales and engineering, 
director of engineering, and two operating vice- 
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presidents. But, as pointed out by an officer of the com- 
pany, “The planning committee, as such, does not have a 
direct working staff but relies on the people in the vari- 
ous departments represented by the committee members 
to carry out the specific phases of the program. For 
example, all phases of the forecast program are directed 
by the budget and analysis section of the financial de- 
partment which reports to the treasurer.” 
Participation by an entire management group is 
described by the president of a steel company, who 
writes: ‘‘Virtually every member of our management 
group, as well as numerous subordinates, participates in 
our long-range planning. Individual salesmen and mar- 
keting personnel in addition to sales and marketing 
executives share in developing the sales forecasts. The 
operating organization has a special engineering group 
developing long-range equipment and layout plans. The 
controller’s and treasurer’s organizations respectively 
project the new costs and financing required. The presi- 
dent directs and coordinates the over-all activity through 
a committee of organization heads and through his staff 
assistant who follows up in his behalf to see that the 
planning as well as the program proceeds in balance.” 
The integrated program of an inorganic chemical 
company is described by the treasurer as follows: 


“The various executives within the company develop the 
long-range programs, for the separate activities for which 
they are responsible, using the facilities provided by the 
market research, financial, production and sales staffs. Co- 
ordination of planning for all activities as a whole is accom- 
plished through our executive committee.” 


A rather unusual separation of responsibility is made 
by a petroleum refining company where “planning 
activities covering a span of five years or less are handled 
by staff units of the operating departments, the market 
research department, and the comptroller’s office. Co- 
ordination and direction are handled through the comp- 
troller’s office and also by joint committees when neces- 
sary. Longer-range planning activities are the responsi- 
bility of a permanent long-range planning committee, 
with the president acting as chairman. This committee, 
together with a working subcommittee, coordinates and 
directs annual long-range planning studies. Full time on 
long-range planning is spent by the head of the long- 
range planning group, who reports to the director in 
charge of supply and transportation. The long-range 
planning group has a total staff of ten employees.” 


WHICH ACTIVITIES ARE PLANNED 


Almost one half of the 166 cooperators in this survey 
having long-range plans in operation report that their 
plans cover all or most of the basic items generally con- 
sidered essential to sound planning; e.g., organization 
structure, plant, equipment, capital requirements, and 
personnel. A very few companies state that their plan- 
ning activities cover only one or two items, usually 
facilities and capital expenditures. Another handful of 


companies go all out for long-range planning and say 
that their programs cover “all phases of operations.” 
Topics included in participants’ long-range planning 

programs, in addition to those mentioned, pertain 
mostly to sales and financial activities. In the sales area, 
cooperators are concerned with: 

¢ Merchandising programs 

e Volume requirements by divisions and products 

e Price policies 

e Advertising and public relations 

e Market research and development 

e Distribution methods 


And in the financial area topics mentioned include: 


e Debt retirement and capital needs 
e Dividends 

e Profits 

e Costs 

e Cash requirements 

e Compensation 


Other miscellaneous topics considered in long-range 
planning programs by cooperating companies are: 


e Research and development 

e Availability of raw materials 

e Diversification, acquisitions and expansion 
e Plant location 

e Transportation 


e Factory and office automation 


The chairman of the board of a paper and allied 
products company spells out his company’s long-range 
planning program in this manner: 


“The planning for the company’s growth and develop- 
ment starts with estimates of unit and dollar volume sales, 
which provide goals for projecting the necessary compo- 
nents to conduct that amount of business. These compo- 
nents are: 


e The capital required to finance plant and equipment 
facilities allowing for the necessary lead time between 
approval and authorization and realized use of the new 
capital facilities; 


e An appraisal and estimate of the personnel required in 
management, sales, production, and research and devel- 
opment to adequately secure and service the projected 
volumes; 


e Determination of geographical locations for the plac- 
ing of new capital facilities; 


e An appraisal of the volume of raw materials required 
in the different production centers and a determination 
of the availability of the required raw material at those 
locations.” 
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Naturally, from industry to industry there is con- 
siderable difference in the kind of subjects included in 
the long-range planning programs, aside from the basic 
considerations of organization and personnel, facilities, 
and capital needs. 

A number of cooperating companies in different in- 
dustries give their programs in some detail: 


“The plans drawn up by the divisions contain sales 
figures based on their positions in the industry, contem- 
plated new-product development, and discontinuance of 
obsolete products. Costs are projected to include expected 
efficiency, labor increases, and material price changes. 
Operating expenses are based on wage and personnel 
changes, proposed product research and development pro- 
grams, and proposed advertising campaigns. Anticipated 
capital expenditures and personnel requirements are also 
submitted.” (Specialized industrial machinery) 

x & * 


“This program is a guide to us in organization structure 
planning and personnel, in plant layout and equipment 
expenditures, in connection with activities of our research 
and development department, and for dividend policy and 
similar financial planning. As we have a growth plan, and 
are determined to increase our share of the market, it has 
substantially affected price policies, together with sales, 
advertising, and public relations efforts which are set to 
achieve our expansion goals.”’ (Metal stamping and coating) 
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“Tn the operating plan we cover such items as sales by 
major divisions and major product lines, standard costs of 
sales and gross profit, which are computed on a current 
basis permitting the development of factors for adjustment 
for major changes in wage and salary rates, raw materials 
and general operating supplies. 

“We likewise develop with respect to the operating plans 
total capital equipment requirements covering plant and 
machinery, warehouse space and other major items such as 
timberlands. Personnel requirements are developed simul- 
taneously in relationship to the operating plan. Organiza- 
tion is also considered.” (Paper and allied products) 


* * 

“Our company’s planning embraces lease acquisitions, 
exploration for and development of oil and gas reserves, 
expansion of refinery, natural gasoline and chemical plant 
capacities, the maintenance of pipeline capacities adequate 
for gathering raw materials and distributing products, per- 
sonnel recruiting and training, and determining sources of 
necessary capital and operating funds.”’ (Petroleum refining) 


HOW FAR AHEAD? 


Five years ahead is the most usual term for forward 
planning, according to cooperating executives. Almost 
one half of the 142 companies engaged in long-range 
planning plan five years ahead in at least some phase of 
their planning program. An additional thirty-two com- 
panies (about one fifth) do some planning at least ten 
years ahead, and there are single instances reported of 
companies in this group looking ahead twelve, fifteen, 
and twenty years, respectively. There are twenty-five 
companies planning for less than five years but more 
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One Company’s Planning Program 


(This chemical company uses a one-year and a five-year 
plan, and a ten-year economic forecast.) 


“The annual planning program is in great detail. It 
includes a breakdown, by operating divisions and by 
months, of the expected sales, profits and operating 
expenses for the forthcoming year. Included in the pro- 
gram are proposed sales and profits by plant, sales of 
major products, production of principal products, bal- 
ance sheets, and inventory statements. 

“The one-year program also includes a detailed break- 
down of capital requirements and expenditures for the 
ensuing year. A narrative explanation which covers such 
items as sales, profits, operating expense, raw materials, 
research and development, objectives, investment, and 
organizational and procedural work contemplated is 
included with the statistical data. 


Five-year Program 


“The five-year program is less detailed but includes a 
breakdown, by operating division of sales and profits by 
year, for major products, plants, or plant groups, which- 
ever is the most practical for the particular division 
reporting. A capital program, broken down into the 
major expenditures for the five-year period, is included. 
A narrative explanation covering such subjects as sales, 
profit, expansion products and plans, research and de- 
velopment, and investment is also included. 

“The divisional programs are supplemented by pro- 
grams for the various central staff departments. These 
include an expense statement and narrative description 
for the one-year program and a narrative account only 
in the five-year program. The narrative accounts cover 
the activities to be carried on by the various depart- 
ments during the program period. 

“The central staff control section is responsible for 
coordinating the preparation of the company programs, 
for consolidating and analyzing the programs received 
from the operating divisions and departments, and for 
publishing the finished product. 


Work of Planning Administrator 


“The planning administrator is responsible for ana- 
lyzing, evaluating, and consolidating forecasted operat- 
ing results. He cooperates with the central staff finance 
department in translating these data into finished pro- 
grams to be approved by management and adopted as 
official goals. The planning administrator reports to the 
manager of the control section, who in turn reports 
directly to the president. 

“With the operating divisions and staff departments, 
the division general managers and department managers 
are responsible for their respective programs which are 
submitted to the control section for consolidation into 
the company programs. The divisional control sections 
and finance departments coordinate the preparation of 
the divisional programs. Divisions have planning groups 
that are charged with the responsibility of developing 
long-range programs of growth.” 
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than one year. These represent one sixth of the coopera- 
tors engaged in long-range planning. 

Within individual companies the planning period may 
vary widely, depending on the subject under considera- 
tion. The treasurer of a construction materials company, 
for example, notes: 


“Plant, equipment, and capital requirements regularly 
must be planned for two to five years ahead. Personnel 
requirements and executive development are also ap- 
proached from a long-range viewpoint to insure continuity 
of effective management. Longer-range planning logically 
develops as a part of our semiannual reviews of the return 
on the capital employed in our business. Closely related are 
the sales and profit forecasts which are formalized on at 
least a twice-a-year basis.” 


The controller of a textile company writes: 


“The company has had a regular requirement that, be- 
fore acceptance of merchandising programs, plans must be 
outlined for a minimum of five years ahead, and in cases 
of major lines this often extends to ten years, with revisions 
and extensions from time to time.” 


An executive of a maker of specialized industrial 
machinery writes: 


“The period for which operations are planned ahead de- 
pends upon the function. Research planning extends three 
to five years into the future and is reviewed annually. 
Organizational structure and executive personnel planning 
is projected a few years into the future and is reviewed as 
the occasion demands or as goals are reached. Our equip- 
ment replacement is a comprehensive one including the 
eventual replacement of every piece of equipment we have. 
Detailed plans are finalized for a two- to three-year period 
and expenditure approvals are made annually. 

“Financial planning generally includes budgeting, profit 
forecasting, and inventory forecasts. These are pro- 
grammed in detail one year ahead or as often as the occa- 
sion demands. These plans are reviewed monthly and 
annually. Financial planning for the provision of growth 
capital is keyed with other planning such as new product 
planning.” 


Still another planning pattern is followed by an indus- 
trial machinery company whose executive vice-president 
observes: 


“Operating plans for the company’s growth and develop- 
ment are made one year ahead for plant equipment and 
capital requirements. On certain items, growth patterns 
can be plotted fairly clearly. Plant equipment and capital 
requirements are plotted three to five years ahead—organi- 
zation structure five to ten years ahead.” 


Some programs are spread out over different terms, 
depending on the degree of accuracy desired. For ex- 
ample, one industrial machinery company has a three- 
phase program which is described by the president as 
follows: 


e “The first year of the five-year period is prepared with 
the highest possible degree of accuracy, and with the neces- 


sary detail required thereby. A company bulletin is issued 
each year with detailed instructions for program prepara- 
tion. 


e “The second program year requires a lesser degree of 
detail and accuracy but gives some detailed attention to the 
carry-over of unfinished first-year plans and projects, and 
their effect on second-year operations. 


e “The succeeding three years, although broken into 
yearly programs, are not so detailed and represent expecta- 
tions and trends with respect to sales, costs, cash, inven- 
tories, capital investment, research, other expenses and 
profit.” 


The nature of the business affects the period of the 
plan, according to the controller of an organic chemicals 
company who relates: 


“We plan the course of our business only three years 
ahead. Such a short plan would be unacceptable, of course, 
for companies which have to make very heavy capital 
investments to meet future demands. Our business, how- 
ever, is not in that category and we prefer to retain the 
flexibility attendant upon a three-year period as long as 
this gives us ample time to plan both physical and organiza- 
tional changes required for sales volume, new product 
development, etc.” 


Regular or Occasional 


While the majority of companies reporting on their 
forward planning state that such planning, regardless of 
the term, is regular, a substantial minority of almost 
one third reports their planning efforts are intermittent 
or on an “as necessary” basis. “‘Basically such planning 
is only done as the occasion warrants” is descriptive of 
the planning of a sizable number of companies. 


FORECASTING AN ADJUNCT 


Forecasting is a very important and necessary step to 
long-range planning in the eyes of most cooperators. In 
fact, the two terms are used almost synonymously by 
some executives. However, the distinction between 
planning and forecasting is made quite clear by the 
treasurer of an aircraft parts company when he says: 


“Planning involves the establishment of objectives; fore- 
casting is a realistic appraisal of how much of the program 
that we are going to try to achieve we believe will be 
accomplished.” 


The majority of forecasts, as reported by cooperators, 
run either for one or five years ahead. One third of the 
companies which estimate ahead forecast for one year 
and another third for five years. About a tenth of the 
forecasting companies report that they estimate ten 
years ahead, and a handful go fifteen and twenty years 
on some subjects. One electrical equipment company 
which has been forecasting ten years ahead is reported 
by an executive to be ““experimenting this year by going 
out fifteen and twenty years.” And a business research 
director for a rubber products company reports, among 
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various kinds of sales forecasts, a 25-year forecast which 
is “a very rough, general guide based upon the trend of 
car registrations and tire consumption.” 

By far the majority of companies engaged in fore- 
casting do so on a regular periodic basis, and most 
report frequent revisions. Only twenty companies say 
that their forecasting is on an intermittent basis. In a 
few cases, when companies forecast for more than one 
period ahead, the shorter forecasts are done on a regu- 
lar basis and the longer forecasts are made intermit- 
tently. 

Only twelve companies acknowledge that they do no 
forecasting, or at least none of their own. The president 
of an industrial machinery company writes: “Our 
method of forecasting business is to watch the proce- 
dures of our large customers and be guided to some 
degree by their forecasts.” 


FUTURE OF PLANNING 


One third of the companies surveyed discuss the 
future course of long-range planning in their organiza- 
tions. All of these expect to continue looking and plan- 
ning ahead. A substantial number speak of “improving 
techniques,” “‘more accurate planning,” or “more 
emphasis” with respect to long-range planning. The 
secretary of a petroleum refining company comments: 
“We feel that forward planning is an important and es- 
sential part of our business, and we expect to continue 
and expand its scope and improve its techniques and 
methods.” , 

The suggestion that increased use of mechanical de- 
vices will be made in long-range planning in the future 
is offered by an executive of a petroleum company who 
states: 


“Our outlook is for a continued emphasis on forward 
planning, and the maximum feasible utilization of mechan- 
ical and mathematical aids to provide improved reliability. 
The rapid pace of technological improvement necessitates 
increasingly longer look-ahead planning, with a need for 
development of methods to permit more rapid adjustment 
of forward estimates as basic assumptions and values used 
undergo change.” 


Some cooperating companies expect to plan further 
into the future than at present and others want to in- 
crease the number of topics covered. 

Some companies plan to formalize their planning 
programs. In the words of the treasurer of an iron and 
steel foundries company, the future course of long-range 
planning in his company is “a serious attempt at an 
organized procedure handled by a full-time staff.” 

Many executives express thoughts similar to those of 
an official of an organic chemicals company who com- 
ments: 

“We have adopted a plan of keeping an open mind on 
the entire problem and are continually studying and search- 
ing out better means of developing our long- and short- 
range planning.” 
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The treasurer of an aircraft and parts company 
summed up the views of many cooperating companies 
when he wrote: “I believe that my company’s one-year 
and five-year planning programs, when brought into use 
more fully on a consolidated basis, will provide the 
foundation for laying much more comprehensive and 
intelligent plans for deciding where we want the cor- 
poration to go. We can also then decide on the type of 
available markets on which we wish to concentrate.” 


ArtTuur D. Baxer, JR. 
G. CLarK THomPpson 
Division of Business Practices 


Business Forecasts 


General 


Standard & Poor’s The Outlook (September 10)—‘“‘The 
fourth quarter will be the best of 1956 from the standpoints of 
production, gross national product, and consumer income and 
spending. Which means that, on current indications, it will be 
the most active and prosperous quarter of record. 

‘A major stimulus is seen in more active consumer spending. 
For many months, retail sales have failed to keep pace with 
consumer incomes. ... 

“Since the third quarter of 1955, disposable income (con- 
sumer income after taxes) has increased by $2.8 billion 
quarterly ($11.1 billion annual rate) while total retail trade 
has expanded by only $400 million quarterly ($1.6 billion 
annual rate). 

“Carrying the analysis one step further, sales of durable 
goods stores in the most recent quarter absorbed only 22.8% 
of total disposable income, as compared with 25.2% in the 
third quarter of last year. Stores dealing in nondurables, on the 
other hand, increased their percentage slightly, to 43.8% of 
disposable income in the second quarter of this year, from 
43.5% in the three months ended September 30, 1955. 

“The first reason for this relative showing, of course, is the 
decline in purchases of automobiles and other so-called hard 
goods. With introduction of new models, substantially altered 
and improved in some cases, a considerable rebound is to be 
expected in the durable goods section. 

“Two questions are raised about this projection. The first 
is whether, in view of the high level of consumer credit out- 
standing, enough individuals will be in a position to finance 
durable goods purchases to permit such a rebound. The 
answer is in the affirmative. While instalment credit outstand- 
ing has continued to advance, repayments have been rising 
quite rapidly... . 

“A further drop in extensions, adjusted for seasonal, is 
likely to be reported for the current quarter, and the total for 
the period may well be little above the rate of repayments. 
The rising pace of the latter suggests that many individuals 
are reaching a point at which they would be able to assume 
new debt—at the time when they will be tempted by new 
model merchandise. 

“The second question that arises is whether the prospective 
recovery in expenditures for durable goods will be at the 
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Business Highlights: 


THE TILTED PRICE LEVEL 


that few American businessmen would have 

much to complain about in the fall of 1956. With 
the steel strike and the automobile production trough 
fairly passed, the trend of business seemed assured at 
least through Christmas. And this was the minimal 
assurance: large numbers of analysts had pushed their 
optimism into the first and second quarters of 1957. 

Certainly, it would take a particularly somber pessi- 
mist to see trouble in the next six months, if by trouble 
is meant a significant decline in the total volume of 
business activity. The current level of activity puts the 
industrial production index around the middle 140’s. It 
is plainly supported by the volume of manufacturers’ 
backlogs, by the declared intentions of businessmen to 
spend on plant and equipment, and by the apparent 
intentions of consumers to maintain or extend the high- 
est rate of retail sales on record. And there is potential 
support in the trend of inventory demand. 

Put all this together with the long-term drifts in some 
of the components of gross national product—notably 
state and local government expenditures, and personal 
consumption expenditures for services. The result is a 
level of industrial activity that implies a GNP at the 
beginning of 1957 substantially higher than the current 
rate of $412 billion—$413 billion. And if a further price 
increase is thrown into this simple calculus, GNP at 
the beginning of 1957 might well be approaching the 
$420-billion mark. 


LAST HALF: SECTOR BY SECTOR 


In the last half of 1956, gross national product may 
average perhaps $10 billion (about 214%) more than in 
the first half of the year. (Industrial production, on the 
other hand, is likely to only equal or barely exceed the 
average level in the first half.) The bulk of this gain will 
apparently lie in three components of the total: personal 
consumption expenditures, nonresidential construction, 
and producer durables. Since production decisions for 
the last half are now pretty well complete in most con- 
sumer lines, a failure of consumer demand to rise as ex- 
pected would produce not a lower GNP, but a sharper- 
than-expected rise in inventory. 

In 1956, the consumer has behaved in much the same 
way as in 1954; that is, despite the uncertainties present 
in the atmosphere, he has continued to spend liberally. 
The spending rate for durable goods declined continu- 
ously from mid-1955 to mid-1956, but the decline was 
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more than offset by rising purchases of soft goods. In 
no quarter of the past year has total spending for goods 
declined. All indications are that consumers are now 
spending more liberally than in the first half: total per- 
sonal outlays for goods continued to rise in the third 
quarter, and at an accelerated rate. In fact, it seems 
probable now that the saving rate in the third quarter 
has fallen somewhat below the 7.4% of income saved in 
the preceding quarter. 


THE ENTHUSIASTIC CONSUMER 


According to retailers, the consumer of the fall of 1956 
is in an enthusiastic buying mood: he is not only buying, 
but trading up to better quality. The apparel outlook, 
for example, is reported to be better than at any time 
since the early postwar years. It may be a matter of 
some economic as well as sartorial significance that 
apparel retailers have seen fit to advertise ‘“‘the pros- 
perous look” for the 1956 fall season. 

Furniture and appliance stores, suffering in some 
degree from the low level of home building prevailing 
this year, are nevertheless equaling last year’s dollar 
volume, and appliance dealers are optimistic about the 
remainder of the year. Sales of gasoline service stations 
are running fully 10% ahead of a year ago, and volume 
in drug and proprietary stores is up almost that much. 
In the third quarter, sales of department stores (season- 
ally adjusted) rose sharply, and apparently will average 
more than 5% above a year ago. 

The rate of personal consumption has not yet climbed 
with the vigor of late 1954 and early 1955, when auto- 
mobiles were dominating the consumer picture. And a 
share of the recent rise is owing to climbing prices, 
notably for food. But considering the time of year, and 
the impending new automobile models, retail volume 
has performed very creditably indeed, and promises to 
be an expansionary element from here to year’s end. 


BUSINESS SPENDING CLIMBS 


In capital goods industries, the short-term future is 
about as assured as it can get. In recent months, 
machinery orders have been running nearly 20% above 
a year ago; backlogs in these industries are now more 
than $4 billion above a year ago. In the transportation 
equipment industry backlogs have also been rising, and 
are also well above a year ago. 

While the aggregate volume of new business in dur- 
ables manufacturing lines declined irregularly but sig- 
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Trends in the Wholesale Price Level 
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nificantly throughout the first half of 1956, there is some 
evidence the decline ended, at least temporarily, with 
the steel strike. Nonresidential construction contract 
awards compiled by F. W. Dodge Corporation and the 
construction activity measures compiled by BLS both 
point to a moderately higher level of industrial building 
in the second half than in the first half. 

All this is confirmed, of course, by the most recent 
anticipations survey of the Department of Commerce, 
which indicates capital outlays in the last half will be 
$3.5 billion (annual rate) higher than in the first half. 
The fourth-quarter rate will evidently be $6 billion 
higher than in the fourth quarter of 1955, and almost 
double the average quarterly rate in so recent a year 
as 1950. 


Orders Already Placed 


The orders to achieve this spending rate have already 
been placed; the outlays for much of it were authorized, 
and the actual dollars located, several quarters ago. The 
securities issues now being canceled or postponed be- 
cause of high interest charges could certainly affect busi- 
hess spending in 1957, but they can hardly affect late 
1956 spending. 

Elsewhere in the gross national product the trends are 
less pronounced, but on the whole they point upward for 
the remainder of the year. Personal consumption ex- 
penditures for services will doubtless continue to rise. 
The price of medical and personal care, and housing, 
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which together account for 60% of total service outlays, 
are still in a persistent uptrend. Government spending 
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is also rising slowly. The steady climb of state and local 
outlays is being reinforced by a very slow advance in 
Federal Government outlays. 

Inventory demand in the fourth quarter also may be 
markedly higher than in the third quarter. The net addi- 
tion to inventory in the third quarter has been negligi- 
ble. This is owing to the liquidation of steel inventories 
during the strike and to a sharp downward shift of 
dealers’ automobile inventories during the August and 
September cutback. In the fourth quarter, both of these 
trends are likely to reverse: steel stocks will almost cer- 
tainly be rising and so will automobile inventories, at 
least at a seasonal rate and possibly faster. 

Finally, the rate of physical activity in residential 
construction is not expected to subside any further in the 
fourth quarter, while construction cost indexes will 
average higher. The dollar-value estimates of residential 
construction activity that find their way into GNP are 
thus likely to continue the mild uptrend that began in 
midsummer. 

Add in the fact that general fourth-quarter price level 
will almost certainly average higher than that of the 
third quarter, and it is not hard to conclude that GNP 
is in for a whopping jump—probably the largest since 
the first half of 1955. But considerably more of the in- 
crease will evidently be owing to price and considerably 
less to physical activity than was true in that heyday of 
the 1955-1956 boom. 


HOW ABOUT 19572 


This comfortable picture of the last half of 1956 is still 
not convincingly extensible into 1957. Despite the 
extraordinarily broad base of business in the quarter just 
passed, and the assurance of its continuance in the 
fourth quarter, there remain some puzzling aspects 
about the current trend. 

More than at any other time since the Korean War, 
the issue of inflation has been spread across the business 
press, and unquestionably the issue is there. Even under 
conditions of firm monetary restraint, the American 
economy is fully absorbed, and the price level has been 
rising significantly for several quarters. The further in- 
crease of dollar demands for output which are already 
built into the fourth quarter more or less assure that 
the price trend will be firm to rising to the end of the 
year. And any surprising burst of dollar demand, such as 
might be associated with the return of the automobile 
market to its 1955 level, could well underwrite an 
acceleration in the trend. 

On the other hand, there remain aspects in the busi- 
ness situation which suggest a mature boom and little 
remaining upward elasticity, except for the very short 
term. The policy of the embattled Federal Reserve— 
and its influence on funds for expansion, residential 
building and support of the present level of security 
prices—is just one of these indicators. Others are the 
high level of capital outlays already achieved, the high 
level of consumer stocks of durables, and the relatively 


high burden of personal indebtedness acquired pari 
passu with the durables. 

It remains true, as it was in the middle of 1955, that 
the American economy is treading a relatively narrow 
road between the opposing dangers of inflation and re- 
cession.! In fact, the most remarkable feature of the 
past year is the success with which business has avoided 
the pitfalls on either side of the road, despite some 
vigorous tugs now in one direction and now in the other. 


PRICES AND THE OUTLOOK 


In these circumstances, it is natural enough that the 
price level should be the subject of a very close watch by 
businessmen and economists, not to mention politicians. 
After several years of relative eclipse, prices are appar- 
ently being reinstated as a significant economic variable, 
with complicated effects on the level of business activity. 

Since about mid-1955, the American price level has 
been moving persistently up from the broad plateau of 
the three preceding years. To a small degree, the rise of 
the past year has reflected an improvement in the trend 
of farm commodity prices. These are now approximately 
at the level of a year ago, whereas in preceding years 
they suffered a major price adjustment. Inrecent months, 
a sharp recovery in food prices, reflecting the preceding 
rise of farm commoditiesat the wholesale level, has added 
momentum to the rise in the consumer price index. 

But it is plain enough that the reversal of farm price 
trends has not been of overriding significance in the 
general price rise of the past year. Starting in mid-1955, 
the general industrial price level has been in a genuine 
uptrend. This has imparted upward momentum to those 
components of the consumer price index which have 
nothing to do with farm prices at all. At the end of the 
summer the industrial wholesale price level was roughly 
6% above its level at the start of the summer of 1955. 

The movement of prices over the past year has been 
anything but homogeneous. Considerable dispersion has 
occurred among industries; among crude, intermediate 
and finished goods; and between consumer goods and 
producer goods. 

Prices have been notably stable in the nondurables 
manufacturing industries. Going into the fall, wholesale 
prices for textile products and apparel were actually 
somewhat below their level of a year ago. Rubber and 
rubber products prices were also slightly lower than 
their level of a year ago. Prices of chemicals were up 
slightly, and those in the paper and leather industries 
up moderately. 

In contrast, uptrends in the selling prices of durables 
goods producers have been widespread and significant. 
In August (after the price rises following the end of the 
steel strike), the BLS price index for metals and metals 
products was about 8% above a year ago, and “‘machin- 
ery and motive products” experienced a comparable 
gain. Building materials (excluding lumber and prod- 
ucts) and furniture and other household durables en- 

1See The Business Record, September, 1955, page $25. 
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Diffusion Index Rises 


The Board’s diffusion index rose in August, after a 
sharp decline in the preceding three months. However, 
at a level of —.75 month, the index was still recording 
a net balance in favor of contraction, and the cumula- 
tive index continued to decline, although at a much 
abated rate. 
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In August, residential and nonresidential building 
contracts rose, and the volume of new orders in durables 
industries expanded sharply from its reduced July level. 
Steel production and freight carloadings advanced 
(reflecting the end of the steel strike), and commodity 
prices rose slightly. 

Trends in paper and textile production, hours worked 
in durables and nondurables industries, and industrial 
stock prices were generally sideways in August. The 
number of business failure rose. 

The diffusion method of summarizing the behavior of 
a large number of individual indicators is described in 
the Board’s Technical Paper, Number Five, “Cyclical 
Diffusion: A New Tool for Business Analysis.” Copies 
are available to Associates on request. 


joyed moderate gains. The pattern obviously continues 
a general postwar shift among industrial price levels. In 
the past eighteen months, those industries which had 
experienced relatively poor price behavior since pre- 
Korean days have evidently lost further relative ground, 
while those industries which experienced buoyant prices 
since 1947-1949 have advanced further. 
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Notable among those industries which had achieved 
the largest price rises from pre-Korea to 1955, and which 
have enjoyed the largest increases since 1955, are metals 
and products, and machinery and motive products. 
Among those industries which experienced a relatively 
low rate of price increase prior to 1955, and have lost 
further relative ground in the past year, are textiles and 
apparel, hides, leather and leather products, fuel and 
lighting materials, and chemicals. Among soft goods in- 
dustries, only pulp, paper, and paper products have 
enjoyed an increase in prices comparable to the increase 
in the general industrial price level. 

The trend of prices by economic sectors discloses the 
same lack of homogeneity in the price movements of the 
past year. The aggregate index of twenty-two raw com- 
modity prices compiled daily by the Bureau of Labor 
Statistics shows little or no change over the past year. 
But foodstuffs are down about 5% and raw industrials 
are up about 5%. Even within raw industrials there have 
been wide divergences. At the raw commodity level, it is 
still hard to find the seeds of inflation. In fact, the 
“crude nonfood materials” price category included in 
the BLS wholesale price indexes for economic sectors is 
now only about 1% above its level of a year ago. 

At the finished goods level the rate of increase in 
prices over the past year has been more substantial, but 
here again there has been a sharp divergence between 
finished goods for producers and finished goods for con- 
sumers. Wholesale prices of finished producer goods 
have increased about 8%; for consumer nondurables the 
increase has been about 2%, and for consumer durables 
about 3%. This divergence reflects, of course, the bid- 
ding away of resources from consumer industries to 
capital goods industries during the boom in capital out- 
lays of the past year. 

Within the “intermediate” price level—the sector 
between raw materials and finished goods—processed 
materials for manufacturing have increased only mod- 
erately, while components (which embody a higher pro- 
portion of labor cost) have increased almost 10%. 

The fact that the largest price increases of the past 
year have occurred not in the consumer sector, but in 
intermediate materials and components and in finished 
producer goods, suggests that the inflation of the past 
year has been more nearly a cost inflation than a true 
price inflation affecting the consumer. 

Business itself has evidently paid the bill for a dispro- 
portionately large part of the increase in the price level 
over the past year. It has passed a disproportionately 
small part on to the consumer. (This is another way of 
saying that the wage increases of the past year have 
stimulated costs more than they have stimulated 
markets.) In the classical theory of price behavior dur- 
ing business cycles, this too would appear in the list of 
evidence that the boom of late 1956 is relatively mature. 


ALBERT T. SOMMERS 
Division of Business Economics 


TWO-DECADE CHANGES IN FAMILY SPENDING 


other indicators of economic growth, have scaled 
new heights in recent years. More than $2 billion 
went for personal consumption in 1953, while only $.5 
billion was spent two decades earlier. The marked 
difference between these figures is not accounted for 
merely by population growth and inflated prices. By far 
the most important factor has been the continuous rise 
in the level of living enjoyed by the American family. 
The average wage-earning family spent $1,512 an- 
nually on consumption goods and services in the 1930’s 
and $4,175 in the early 1950’s.! This tripling of spending 
was not all clear gain, since prices also rose. The 88% 
advance in prices amounted to just about half of the 
176% rise in expenditures. But the rest of the increase 
went to provide more and better goods and services, in 
the process making the luxuries of yesterday into the 
necessities of today. A further result of the change is 
the downgrading of the relative importance of food in 
the family budget and the upgrading of automobiles, 
recreation items, and other goods and services. 


GOODS VS. SERVICES 


A considerable change in the division of the dollar 
between goods and services was also made by the wage- 
earning family between 1935 and 1953. The accompany- 
ing chart shows that goods have proved slightly stronger 
than services in the competition for the consumer’s addi- 
tional income. Over the twenty years, the relative im- 
portance of goods rose from 65.5 cents out of every 
dollar to 71.5 cents. Conversely the importance of serv- 
ices fell from 34.5 cents to 28.5 cents. The meaning of 
the term “services” in this context is important—any 
expenditure not primarily made for tangible goods. 
Thus many “hidden” services that have experienced a 
tremendous expansion during the past two decades are 
classified as goods. For example, service costs are part 
of the prices of frozen and partially prepared foods. 

To some degree, goods demand a greater share of the 
consumer dollar today, because service prices have 
generally increased at a slower rate in the last twenty 
years than those for goods. The rise in service prices, 
which gained impetus only in the late 1940’s, has re- 
cently been exceeding that for goods. On the other side 
of the ledger, two main factors have stimulated the 
quantitative growth in goods bought. First, incomes 


Prosser ins consumption expenditures, like most 


1 Based on the 1934-1936 and 1950 expenditure surveys conducted 
by the Bureau of Labor Statistics. These figures exclude expenditures 
for home purchase. 


have increased and many goods, formerly classified as 
luxury items, have become everyday necessities. Many 
of these goods are labor-saving devices bought as sub- 
stitutes for a service, such as the washing machine. 
Second, the growth of homeownership has given 
families more space to fill, and has generally increased 
their needs for private transportation and appliances. 


HOW SPENDING HAS CHANGED 


Expenditures for goods have increased 9% over the 
two decades while services are taking 17% less. This 
change, however, has not been across the board. As 
incomes rose to cover more than the basic necessities of 
the 1930’s, the importance of housing services shrank 
appreciably. Rents were by far the most important item 
in the housing budget of the 1930’s, absorbing 57 cents 
out of every dollar spent on housing services; by 1953 
this was reduced to 43 cents. Housing services dropped 
from 23% to 15% of total expenditures. In contrast, 
apparel and sundry services both gained considerably — 
33% and 17% respectively. Transportation services re- 
mained unchanged over the period. 

Goods components, on the other hand, have behaved 
less spectacularly for they now take almost even shares 
of the consumer dollar. Housing, apparel and sundry 
goods rose from around 9 cents to around 10 cents, with 
sundry goods showing the greatest gain. Expenditures 
for transportation, which in the 1930’s lagged behind 
with only 4.5 cents out of each dollar, have just about 
doubled and now almost equal the other expenditures 
for goods. This, of course, is owing to the phenomenal 
increase over the past twenty years in the number of 
families owning cars. 


SHIFTS IN SERVICES SHARES 


While housing services lost one third of their impor- 
tance, all other services gained around 13%. Housing 
services are still the most important of all services, and 
the average rent expenditure, rising about $80 over the 
period, is one of the largest single items in the wage- 
earner family budget. In 1953, however, it was only 
about half as important as in 1934-1936. Homeowner 
costs also fell in importance, since interest and tax pay- 
ments rose at a rate well below that of total expendi- 
tures. Expenditures for repairs, replacements, and fire 
and liability insurance, on the other hand, gained in 
importance. (See table on page 451.) 

Consumption of fuel, power and water, primarily gas 
and electricity, rose considerably as they were put to 


BUSINESS RECORD 


greater and more varied use in the home. With the tre- 
mendous growth in usage, unit prices were lowered, so 
that family expenditures for these services increased 
only 72%. Since total consumption outlay had about 
tripled, fuel services took a smaller share of the dollar in 
1953 than in the Thirties. 

The household operations group, which contains 
many services considered more or less luxuries in the 
Thirties, presents a different picture. Dollar expendi- 
tures here more than tripled, resulting in an appreciable 
gain in importance. Expenditures for laundry services, 
domestic wages, telephone service and furniture insur- 
ance all more than tripled. The largest gain in spending 
was for telephone services—fivefold greater than in 
1934-1936. This, of course, represented the combined 
effect of tremendous expansion in telephone service and 
higher prices. In the mid-Thirties less than one third of 
the families surveyed had telephone service in their 
homes; the total number of telephones in the United 
States then was only about 17 million. By January 1, 
1955, three times as many (53 million) were in use, and 
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consequently many more families reported expenditures 
for telephone service. Since the frequency of usage, as 
well as the unit rates also increased, telephone service 
itself rose almost 70% in relative importance. 

Apparel services, a comparative luxury, gained 32% 
in importance. All this advance was owing to much 
higher family expenditures for dry cleaning and repairing. 
Professional dry cleaning has gained vastly in popularity 
over the past two decades, so that 1953 expenditures 
rose to almost eight times the 1934-1936 figure. The full 
effect of this growth on apparel services as a group is not 
quite apparent, since expenditures for shoe repairs and 
shines hardly changed during the period. Thus the im- 
portance of shoe repair expenditures was about halved 
by 1953. 

Transportation services showed about the same in- 
crease as total consumption expenditures, which means 
that their relative importance remained unchanged. 
This steadiness, however, is only the result of shifts 
within transportation itself. With more and more fam- 
ilies owning cars, spending for automobile services 


Spending for Goods and Services in the Thirties and Fifties 
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Consumer Prices Continue To Rise 


ACCORDING to Tue Conrrerence Boarn’s index of 
retail prices, the consumer faced a price rise of 0.2% in 
August, 1956. The all-items index for the United States 
rose to 102.3 (1953 100), 2.0% above the year-ago 
figure. The purchasing value of the July dollar was 97.8 
cents (1953 dollar = 100 cents), 0.1 cent below the previ- 
ous month and 1.9 cents below August, 1955. 

Four of the five components making up the index 
registered price increases. Food prices, advancing for the 
fourth consecutive month, were up 0.3%. Sundries also 


hold operations. Furnishings and equipment prices were 
slightly lower. 

Apparel prices moved up 0.2%, as the fall lines appeared 
on the market. Men’s apparel, which recently has shown 
a consistently stronger price behavior than women’s 
clothing, again took the lead with a 0.4% price increase. 
Women’s apparel prices were up only 0.1%. 

The transportation index was off 0.1%, as a 0.38% 
increase in public transportation charges was more than 
offset by a 0.2% price decline for automobile transporta- 


The Conference Board’s Consumer Price Index—United States Cities Over 50,000 in Population 
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rose 0.8%, and housing and apparel each were up 0.2%. 
Transportation costs declined slightly—0.1%. 


The Inside Picture 


During the last four months, food prices, increasing 
3.5%, have shown considerable strength. This was mainly 
the result of substantial shortages of fruits and vegeta- 
bles and higher meat prices. In August, however, the late 
summer crops had reached the market and fruit and 
vegetable prices dropped 3.0%. Prices of fresh vegetables 
fell 4.5%, with potatoes 2.4% cheaper, and fresh fruit 
prices dropped 4.4%. Meat prices were up 1.8%. The 
largest increase was in beef prices, which moved 3.7% 
higher, while pork was 2.5% dearer. The impact of these 
advances was lessened somewhat by a decline of 1.3% in 
the price of poultry. Cereal and bakery products, up 
0.2%, continued their slow and steady upward movement. 
Prices of dairy products and eggs, after slumping for 
several months, recovered somewhat in July and ad- 
vanced 1.5% in August. Eggs were 3.7% dearer and fresh 
milk moved up 1.2%. The “other food” group was up 
0.5%, with coffee prices 1.6% higher. 

Housing costs were up 0.2% over the month, with 
slight increases in rent, fuel, power and water, and house- 
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tion. Used-car prices were higher, but new cars were 
cheaper. Automobile maintenance costs also were some- 
what lower. Sundries were 0.3% higher as recreation costs 
increased 0.4% and medical care 0.8%. The other part of 
the sundries index had smaller increases. 


The Twelve-month Picture 


Compared with a year ago, the August, 1956, price 
level was 2.0% higher. Food cost 2.2% more than in 
August, 1955. The largest part of this increase was owing 
to an 11.8% price rise for fruits and vegetables. With the 
exception of meat, fish and poultry, which were 2.1% 
cheaper, all foods cost more in August, 1956, than in 
August, 1955. 

Housing costs rose 1.5% over the year, as rent, fuel, 
power and water and household operations all had in- 
creases of around 2.0%. Apparel was 1.0% dearer than a 
year ago, with men’s apparel costing 1.5% more. Women’s 
apparel prices were slightly cheaper (down 0.2%) and 
materials and services were 3.1% higher. 

Transportation costs rose 3.3% over the year, with both 
automobile and public transportation costs substantially 
higher. Sundries moved up 2.2%, the largest increases 
occurring in personal and medical care, 
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necessarily grew appreciably. The 58% gain was owing 
to the tremendous increase in expenditures for automo- 
bile insurance and a lesser rise in automobile repairs. 
The growth of insurance expenditures reflects the trend 
towards universal automobile insurance. License and 
tax fees, on the other hand, had been reduced as total 
registrations rose and their importance has fallen 
accordingly. 

Expenditures for the services included in the sundries 
group also rose more than total expenditures. As a re- 
sult, sundries now take a 17% greater share of the con- 
sumer dollar. This increase is entirely due to the ex- 
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pansion of medical care expenditures, which rose from 
an average of $44.50 in 1934-1936 to $181.62 in 1953. 
Thus 4.3 cents out of every dollar went for medical care 
service in 1953 as compared with 3.0 cents in the Thir- 
ties. This does not indicate that people today are less 
healthy than they were twenty years ago but that they 
take better care of themselves now. It also means that 
they better provide for future expenditures since the 
bulk of the increase has come in meeting medical insur- 
ance plans, which in 1953 were about 3) times as im- 
portant as twenty years ago. Fees paid to physicians, 
surgeons and dentists increased only 30% in importance, 
with spending for dental care lagging behind that for 
other medical services. Directly paid hospital services, 
primarily because of the large increase in insurance 
plans, declined relative to the others. 

Expenditures for personal care and recreation services 
grew at the same rate as total consumption expendi- 
tures, and so accounted for the same relative share of the 
average family spending dollar in the Fifties as in the 
Thirties. The miscellaneous group, including postage, 
education, etc., decreased somewhat in importance over 
the period. 

Heten B. Junz 
Statistical Division 
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National Resources Conferences 


COORDINATION between the military and civilian sectors 
is a recognized essential element of national defense. To fur- 
ther this coordination, the Industrial College of the Armed 
Forces each year conducts sixteen national resources confer- 
ences in industrial centers throughout the nation. 

These two-week conferences consist of a series of thirty 
illustrated lectures, discussion periods, movies, and usually a 
trip through a local industrial plant. The conferences serve to 
focus the attention of leaders in industry, commerce, educa- 
tion, government, labor, agriculture, religion, and the profes- 
sions on the economic and technological aspects of modern 
defense. 

A team of six senior officers of the Army, Navy, and Air 
Force, regular faculty members of the Industrial College at 
Fort McNair, provide a highly concentrated two-week version 
of the ten-month resident course given at the college. Over 
33,000 civilians and reserve officers have completed the course 
of instruction conducted at national resources conferences. 

Some of the subjects covered in the course are: the nation’s 
situation with regard to energy resources (electric power, coal, 
gas, petroleum, and atomic energy); the impact of technologi- 
cal progress on the national economy; the nation’s agricultural 
capabilities; the procurement and distribution of military sup- 
plies; the human resources of the nation, including the labor 
force, labor reserve, and manpower utilization; and the finan- 
cial and economic stabilization problems associated with a 
mobilized economy. 


Conference Schedule for 1956-1957 


ucson, Arizona dci.40..cameaes neee Oct. 22-Nov. 2, 56 
Butte; CvOMtAHA oy. c.civio/,0ie.ciaale-e,s-0beoeis Oct. 22-Nov. 2, ’56 
Hartford, Connecticut................ Nov. 26-Dec. 7, ’56 
IANIGUBtSs GrEOLBIG es 6. > oe cis slsistee'e eos Noy. 26-Dec. 7, 56 
Ventura, Californians; <)f.20.0%.3 e000 6 Jan. 21-Feb. 1, ’57 
Bea miontsel exXAs oss. o5.6 cisereteltiesiois:« haw Jan. 21—Feb. 1, ’57 
Jacksonville, Florida...............+6- Feb. 18—Mar. 1, ’57 
Roanoke) Virginines cn... lore seis vers0s0 Feb. 18—Mar. 1, ’57 
San Antonio; Lexass-</s\., ssjsieeeyeiraseue es Mar. 18-Mar. 29, ’57 
Akron, Ohioteieteews.6.<,0.4 sfrdsnts ccoterere es Mar. 18-Mar. 29, ’57 
Hutchinson, Kansas...) is) 04 «60.5 vi veces Apr. 15-Apr. 26, 57 
Providence, Rhode Island............. Apr. 15-Apr. 26, ’57 
NewYork, New, York... s:0:6.¢.6s:sJe10:« 1s May 6—May 17, ’57 
San Diego, California................. May 13-May 24, ’57 


In each city, the conference is sponsored by a civic group 
such as the Chamber of Commerce, a local university, or a 
trade or manufacturers’ association, together with the com- 
manding officers of the Army Area, Air Force, and Naval 
District concerned. The sponsoring civic group usually forms 
two committees: an arrangements committee and a selection 
committee. The arrangements committee selects an audito- 
rium and provides for local transportation, parking, informa- 
tion on housing, meals, etc. The civilian selection committee 
informs the appropriate local citizens of the conference and 
selects applicants for attendance. 

National resources conferences are scheduled in fourteen 
cities throughout the United States within the next several 
months (see listing). Further details about these conferences 
may be obtained from the Industrial College of the Armed 
Forces, Office of the Commandant, Washington, D. C. 


ANOTHER 10% YEAR FOR CANADA? 


HE Canadian economy is now being nuzzled by 
inflationary tendencies as a result of mounting 
demands for goods, services and credit, against a 
background of emerging shortages of manpower and 
materials. 

Not only has Canada had a much stronger economic 
advance during the latter part of 1955 and the first half 
of 1956 than had initially been believed, but its transi- 
tion from a consumption-based expansion in 1955 to an 
investment-oriented expansion in 1956 has been a much 
smoother one than the United States has experienced. 
As a consequence, the economic advance in Canada has 
been broader and considerably more vigorous. 

In 1955, Canada’s gross national product—the total 
value of all goods and services produced—reached $26.8 
billion, more than 10% above 1954 and over 9% above 
1953. In the first half of 1956, GNP reached a seasonally 
adjusted annual rate of over $29 billion. This was $3 
billion, or almost 12%, above the first half of 1955 (GNP 
in the United States in the first half of 1956 was 6% 
above a year earlier). 

It is probable that the percentage rise in GNP for the 
year as a whole will at least match the 10% gain in 1955. 
Indeed, GNP would actually have to do little more than 
hold at the second-quarter rate for the rest of the year 
to achieve such a gain. 

In contrast with last year’s advance, which was ac- 
counted for almost entirely by an increase in the physi- 
cal volume of output, perhaps as much as a third or 
more of this year’s advance may represent price 
increases. 


SOME RESTRAINING FACTORS 


Thus far, a number of important factors have helped 
to restrain inflationary pressures arising from accen- 
tuated demands in various parts of the economy. Among 
these have been: 


1. Increased savings in all major sectors of the economy; 

2. A record-shattering expansion of imports that is now 
expected to result not only in an all-time peak in the 
country’s import bill, but also the biggest deficits ever 
recorded in its commodity trade balance and in its cur- 
rent international payments accounts; 

8. Higher productivity (and profits) that have allowed 
many companies to absorb increased costs without cor- 
responding increases in the prices of their products; and 

4. The background of general price stability and intensified 
competition during the past three or four years that has 
made many businessmen unsure of the extent to which 
they can increase prices without encountering consumer 


resistance or a deterioration in their competitive posi- 
tion vis-a-vis foreign or other domestic producers. 


Recent developments appear to fully justify the Bank 
of Canada’s monetary restraint policy, which has now 
begun to have important effects on credit availability 
and costs.! Moreover, with the substantial increase in 
taxable income, fiscal policy has automatically been 
brought into play as a restraining factor. In his budget 
speech, on March 20, 1956, the Minister of Finance 
estimated that the government’s accounts would show a 
budgetary surplus of $113 million for the 1956-57 fiscal 
year. It is now clear that a very substantially larger 
surplus will in fact be achieved—perhaps as high as half 
a billion. 

CHANGING PATTERN OF EXPANSION 


The changing pattern of economic expansion this year 
has witnessed a reversal of last year’s trends in which 
mining far outpaced manufacturing output. This year, 
manufacturing has been relatively much stronger, with 
particularly large advances in durables, reflecting both 
the investment boom and a substantial rise in consumer 
spending on durable goods. 

Manufacturers of primary goods and industrial mate- 
rials, who were beginning to bump capacity ceilings a 
year or more ago, have continued to keep output at peak 
rates, in some cases even with substantial additions to 
productive capacity. In the secondary manufacturing 
industries, most of which were producing at well below 
capacity rates a year ago, there has been a general 
advance, accompanied by rising productivity. Only in a 
few notable cases—such as agricultural machinery, 
textiles, and rubber footwear—is secondary manufac- 
turing now substantially below capacity. Automobile 
producers, recently closed down for model change-overs, 
are enjoying the biggest market for new passenger cars 
and commercial vehicles that has ever been seen in 
Canada. 

INVESTMENT BANDWAGON 


A relatively large decline (close to 15%) in capital 
spending on new nonresidential construction and new 
machinery and equipment was a contributing factor in 
Canada’s shallow recession in 1954. A vigorous expan- 
sion in such spending represents the principal driving 
force in Canada’s remarkable economic expansion in 
1956. 

Total expenditures for new business investment (ex- 
cluding investment in inventories) reached a seasonally 


1 For an appraisal of Canada’s monetary policy, see “Monetary 
Restraint in Canada,” in the May issue of The Business Record. 
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adjusted annual rate of $4.8 billion in the second quarter 
of 1956—in the neighborhood of one third above the 
rates in the second quarters of each of the last four 
years. 

Expenditures for new residential construction were 
the other major component of investment. After pausing 
in the first half of 1954, they have since experienced a 
rapid and almost uninterrupted uptrend to a seasonally 
adjusted annual rate of close to $1.7 billion in the second 
quarter of 1956. This was 12% above a year earlier, 50% 
above two years earlier, and over 100% above four years 
ago. 

The strong performance of residential construction in 
the first half of 1956 will undoubtedly carry total out- 
lays for new residential construction to a record level for 
the year. Evidence is accumulating, however, that hous- 
ing has already begun to decline from the second- 
quarter peak. Housing starts have been declining 
steadily for the past three quarters on a seasonally 
adjusted basis. Moreover, in recent months, both ap- 
provals for insured mortgage loans and applications for 
insurance approvals have reportedly declined much 
more substantially. This development undoubtedly fore- 
shadows a further decline in housing starts in the latter 
half of the year. 

Indeed, while the rate of housing completions may 
remain relatively high, and will most certainly establish 
a new record in 1956, it is conceivable that by the 
last quarter of this year expenditures for new residential 
construction may be off by as much as 15% or more 
from the second-quarter peak. The emerging weakness 
in the housing sector is at least partly a reflection of the 
increasing credit squeeze—both directly as it affects 
mortgage finance and indirectly as it has intensified the 
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shortage of serviced land through effects on municipal 
finance. At the same time, the incipient decline in hous- 
ing also appears to be a direct result of the competitive 
pressures from rapidly rising nonresidential construction 
on available construction materials, and more particu- 
larly on available labor for the construction industry. 
Finally, there may well also have been some slackening 
in housing demand. 

How far the setback in housing may go is at present 
impossible to anticipate. Any substantial decline would 
undoubtedly have an impact on the pattern of consumer 
spending—particularly as regards spending for house- 
furnishings and consumer appliances. Moreover, as re- 
cent experience in the United States suggests, any seri- 
ous setback might well be followed by only a sluggish 
recovery, even with stimulants to encourage a renewed 
expansion. In the immediate future, however, the surg- 
ing advance in nonresidential construction appears 
likely to absorb quickly any labor and resources re- 
leased in the housing sector, thereby perhaps averting 
the danger of an accentuated rise in construction costs. 

Residential and nonresidential construction have 
tended to move upward in leapfrog fashion in recent 
years. From 1949 to early 1952, there was a strong ex- 
pansion in nonresidential construction and very little 
forward movement in residential construction. From 
early 1952 to 1955, a very strong expansion in residential 
construction was accompanied by only a moderate in- 
crease in nonresidential construction. It therefore ap- 
pears that residential construction is now giving way 
to a renewed rapid rise in nonresidential construction 
which, according to recent indications, is expected to 
move forward strongly at least until well into 1957. 

The investment boom in Canada has gone forward 


Canadian Economic Indicators 
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4 Seasonally adjusted percentages of unemployed job seekers to total labor force for midmonth of each quarter 
5 Seasonally adjusted monthly rates in millions of dollars 


Source: Dominion Bureau of Statistics 
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despite the credit squeeze, shortages of certain construc- 
tion materials (particularly steel and cement), scarcities 
of many types of construction workers, delays in de- 
livery of capital equipment and in progress in many 
investment projects, and increased investment costs. 
Not only has investment spending continued to exceed 
anticipations, but investment plans have been extended 
and enlarged. Total private and public investment 
planned for this year in new construction and new ma- 
chinery and equipment adds up to $8 billion, according 
to the midyear review by the Department of Trade and 
Commerce. This is almost $500 million (6%) above the 
projection at the beginning of the year, and almost $1.7 
billion (28%) above actual capital expenditures in 1955. 
All sectors, provinces and almost all industries are ex- 
pected to participate in this expansion. Among these 
groups there are substantial differences in the projected 
increases—ranging from a low of around 4% in housing 
to 24% for government departments and on to 54% for 
manufacturing, 61% for utilities and 68% for mining, 
quarrying and oil wells. With the investment program in 
the first half of the year still well below these projected 
rates (except for housing), it would now appear that 
total investment achievements will undershoot the over- 
all projections, creating a growing belief that 1957 is 
likely to be another year of extraordinarily high invest- 
ment in Canada. 


CONSUMERS SPENDING MORE, SAVING MORE 


Labor income, after seasonal adjustment, jumped a 
whopping 514% from the first to the second quarter of 
1956—the biggest quarter-to-quarter gain since 1950. 
A somewhat more moderate rise occurred in the first 
quarter, and high employment, increased wages, and 
more overtime work indicate a further strong expansion 
in the second half. There has also been an upturn in 
farm income, as well as increases in income from inter- 
est, dividends and rent, and higher net earnings by unin- 
corporated business. Total personal income, at $21.6 
billion in the second quarter, was close to 10% above a 
year earlier. 

Although taxes have taken a good sized bite out of the 
rise in personal income, after-tax income has also 
climbed substantially. But total consumer spending has 
not kept pace with the aggregate advance in income. 
Personal disposable income, measured at a seasonally 
adjusted annual rate, increased from the fourth quarter 
of 1955 to the second quarter of 1956 by over $1.2 bil- 
lion. Well over half of this expansion went into personal 
saving (excluding farm inventory change), bringing sav- 
ings, both absolutely and relatively, to the highest point 
in more than two years. 

As for the rise of 3% that did occur in consuming 
spending in the second quarter—a rise of no mean pro- 
portions—it was largely attributable to a sudden rise in 
the month of June. Total retail sales increased by almost 
8% from May to a new record well in excess of the 
previous seasonally adjusted peak in September, 1955. 
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Moreover, spending on nondurable goods showed a dis- 
appointing increase of less than 2% from the first quar- 
ter, while spending on durables advanced by close to 
10% in this quarter, apparently largely as a result of 
record automobile purchases. 

In contrast with the United States, the Canadian 
automotive market has been strong in 1956. Month-by- 
month sales of new passenger cars have consistently ex- 
ceeded comparable sales of a year ago and have estab- 
lished new monthly sales records (both by numbers and 
by value). There has also been a very sharp rise in 
production and sales of commercial vehicles. Large 
increases in automobile imports both from the United 
States and from Europe occurred in the first half of 
the year. 

Tighter credit conditions do not appear to have af- 
fected automobile financing seriously up to now. Any 
reduction in the availability of bank credit has appar- 
ently been more than offset by a very large rise in auto- 
mobile receivables of the sales finance companies (some 
of whom may well have increased their receivables by 
more than 50% since the end of 1955). 

Although output of automobiles by Canadian plants 
in the first nine months of 1956 was slightly below the 
same period in 1955, there are now good prospects for a 
new record year of both sales and production by Can- 
adian producers, especially in view of model change- 
overs now in process, and of the fact that fourth-quarter 
production last year was held in check by a prolonged 
strike in General Motors. 

Perhaps the most important question concerning con- 
sumer behavior in Canada is whether consumer spend- 
ing is now in process of moving forward more strongly 
again. Was the sharp rise in retail sales in June an indi- 
cation of strengthening consumer demand? Was it per- 
haps hinging partly on wage settlements that have largely 
fallen in the 10 cents to 15 cents bracket this year as 
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contrasted with a preponderance of increases in the 
5 cents to 7 cents bracket a year ago? 

Scattered evidence suggests that consumer spending 
since June has not advanced at anything like the rate of 
the May-June increase. But there appears little doubt 
that, spurred by increased purchasing power, aggressive 
merchandising, and improved products, total spending 
will rise further during the last half of the year. Accord- 
ing to these indications, the nation’s cash registers 
should take in record receipts on this year’s Christmas 
trade. 

WARNING SIGNALS 


Rising prices are usually considered a symptom of 
inflationary conditions. Indeed, some economists have 
claimed that rising prices are more than a symptom— 
that they are the essence of inflation. 

Canada’s total consumer price index has broken 
through to successive new peaks in recent months. The 
general wholesale price index has also moved up grad- 
ually (continuing its slow rise that began almost two 
years ago). 

Paradoxically, the increases in over-all price averages 
in the past few months can hardly be taken as a direct 
and unqualified “inflation barometer.” They very 
largely reflect a sharp upturn in agricultural prices after 
almost five years of unsteady decline. Thus the principal 
contributing factor to the recent moderate increases in 
average prices has been recovery in a weak sector of the 
economy, not excessive demand or cost pressures in 
already tightly strained sectors. 

Beneath this dominant feature of recent price trends 
can still be discerned some elements of price pressures. 
One of the most important reasons why there has been 
general price stability during the past three or four years 
is that the decline in agricultural prices was sufficient to 
offset increases in the past two years in prices of many 
types of services (shelter, transportation, medical and 
other personal services),! and in industrial and construc- 
tion materials. 

Although the recent rise in agricultural prices has car- 
ried them only a short way back toward their earlier 
peak, it has helped to point up the importance of the 
intervening increases in other prices. The general ad- 
vance in prices of industrial and construction materials 
represents a cause for some concern as a signal of pos- 
sible inflationary strains. The price increases for some 
materials reflect situations where demand has been in 
excess of supply at previously prevailing prices. They 
have also helped to increase costs of many types of 
manufactures and construction, thereby adding a “‘cost 
push”’ on other prices. 

To what extent does the recovery in farm prices 
represent a real turning point for Canadian agriculture? 
Or does it reflect special and temporary factors such as 
adverse growing conditions for certain agricultural 

1 From 1952 to 1955, the average prices of durable goods purchased 


by consumers fell 6%, and prices of nondurables fell 8%, but prices of 
services rose 11%. 


products, and the especially large rise in Canadian ex- 
ports of certain commodities, such as wheat? There is 
now little doubt that this year will be a considerably 
better agricultural year in Canada than last year. The 
rise in farm income and in the value of production is 
substantial, and the over-all volume of production is 
expected to be high (the wheat crop, for example, is 
expected to exceed 500 million bushels, 4% over last year 
and 10% above the average of the past ten years). But 
it is by no means certain that this year’s agricultural 
improvements will continue next year. 

In the interim, the seasonal decline in average agricul- 
tural prices, which usually begins in September, will 
probably mean that such prices will not be a significant 
contributing factor to any further general price increases 
in the next few months. And the more than 5% rise that 
has already taken place in the food component of the 
consumer price index may well remain. 

Even in the absence of any further advance in food 
prices for several months, the mere stability of food 
prices at present levels may serve as a basis for stronger 
“‘wage-push”’ pressures. It could also produce succes- 
sive peaks for the total consumer price index in the 
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event of only a very slight advance in prices of other 
types of goods and services. 

If average consumer prices do move, even very grad- 
ually, through a series of new records in the next few 
months, the attendant publicity that is likely to be 
given to such a development might well begin to shake 
the “stability psychology” that appears to have devel- 
oped during the past few years. Should a widening circle 
of people begin to expect a general trend toward higher 
prices, this could well be an important contributing 
factor to the creation of inflationary conditions. Thus, 
while advancing agricultural prices have not actually 
represented a symptom of inflation in themselves, they 
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may already be producing marginal effects that could 
contribute to inflationary tendencies. 

During the past few months, however, the principal 
indications of possible inflationary dangers in the Can- 
adian economy lie not in price trends but in other direc- 
tions—labor and materials shortages; continued if not 
intensified demands for credit; stepped-up increases in 
wages and other sources of income that have greatly 
augmented total spendable income; and a few scattered 
instances of speculative stockpiling of inventories. 

In contrast with a year ago, when eleven out of 109 
labor market areas were classified (as of September 1) in 
the “labor surplus” category by the federal Department 
of Labor, there were only five areas in the same category 
on September 1 this year. Moreover, there were twenty- 
seven labor market areas on September 1 this year in the 
“labor shortage” category, compared with five a year 
ago. 

The scarcity of manpower has been particularly evi- 
dent in Ontario and in certain parts of Western Canada 
(in agricultural as well as nonagricultural areas), and 
in a number of industries and occupations—particu- 
larly construction workers, clerical workers, loggers, 
and virtually all types of skilled professional and tech- 
nical personnel. 

Seasonal factors normally produce a very considerable 
rise in job seekers in the winter months in Canada. But 
if expansionary forces remain strong there could well be 
a less than seasonal rise in unemployment during the 
coming winter. In anticipation of a smaller rise in the 
labor force next year and of a slowing down in the flow 
of agricultural workers to nonagricultural employment, 
many business firms may be particularly eager to aug- 
ment their working force over the next few months from 
the ranks of the seasonally unemployed. 

Despite a high and rising level of steel production in 
Canada, which has not been interrupted by a strike, 
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many types of steel continue to be in extremely tight 
supply in Canada. This is especially true of structural 
steel, the bulk of Canadian requirements of which must 
be imported (mostly from the United States). The unex- 
pectedly strong developments in residential construc- 
tion through the second quarter of 1956, and the very 
rapid expansion in nonresidential construction activity 
(some major projects call for very high cement require- 
ments), have created uncomfortable shortages of cement. 
There has been a rapid expansion in cement production 
capacity in Canada (with Canadian production in the 
second quarter more than 25% above the second quarter 
of 1955), as well as a very substantial rise in imports of 
cement. But the market for this product is extremely 
tight, and it is expected to continue so for some time, 
in some cases necessitating a delay in deliveries. Tight 
market conditions also prevail for the products of many 
other Canadian industries, such as pulp and paper, 
nickel, aluminum, and certain types of durable goods. 


INFLATION SNUBBERS 


Given the exceptionally strong advance in aggregate 
demand for goods and services in the Canadian econ- 
omy, it is logical to ask why Canada, unlike a growing 
number of countries in Western Europe and in other 
areas of the world during the past two years, has not yet 
moved into a basically inflationary situation. The 
answer appears to lie in an impressive array of stabiliz- 
ing influences whose importance has perhaps not yet 
been fully appreciated. 

The economic literature on business fluctuations has 
generally laid great emphasis, over the past decade, on 
what have been termed “built-in stabilizers”’ or “‘reces- 
sion snubbers.” These include institutional changes that 
have minimized dangers of severe financial instability, 
unemployment insurance and other income-supporting 
devices, and a broadening of the tax base along with a 
highly progressive tax structure that automatically as- 
sure tax relief with reductions in taxable income. 

Other developments that also appear to have mini- 
mized dangers of serious recession are a greater con- 
fidence in the capacity of national policies to counter 
recession forces; increased diversification of economic 
activity that has increased the probabilities for rolling 
readjustments rather than simultaneous and cumulative 
weaknesses over major parts of the economy; and vari- 
ous factors that have almost eliminated any serious risk 
of a downward wage-price spiral. In fact, a considerable 
body of economic opinion has swung to the view that 
most present-day economies may have too many “built- 
in inflation inducers,” and that the major danger on the 
longer-term horizon is inflation rather than recession. 

Against the background of the strong expansionary 
forces at work in Canada in the past two years, the 
Canadian economy has moved forward in a much more 
balanced and orderly fashion than might reasonably 
have been expected. And, in retrospect, it seems clear 
that various “inflation snubbers” have been operating 
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to help achieve this happy result. Apart from monetary- 
fiscal policy, these include the following: 


e An apparently substantial advance in productivity in 
many industries, associated with increased efficiency of 
productive operations as output has expanded, and 
resulting partly from earlier high levels of investment. 


e An exceptionally steep rise in imports which has per- 
mitted a considerable part of the force of higher demand 
to expend itself on foreign supplies of goods, thereby 
averting a heavier concentration of demand pressures at 
various points in the Canadian economy. 


e Heavily increased supplies of savings in all sectors of 
the economy: personal savings have shown a particularly 
sharp rise in the first half of 1956; corporate savings, 
especially in the form of higher depreciation allowances 
and retained earnings, have risen further; and even the 
government sector has shown higher “‘savings” as a result 
of rising revenues relative to expenditures. 


e Buoyant corporate profits {in many cases, even with 
lower profit margins) that, while helping to provide added 
savings for increased investment, have also allowed many 
firms to absorb rising costs without corresponding price 
increases. 

e Increased competitive pressures over a considerable 
area of the economy, evincing a reluctance by many 
business firms to raise prices lest such moves impair their 
position—in many cases, particularly their longer-run 
position—vis-d-vis other domestic or foreign competitors. 
e The background of general price stability since 1952, 
which has convinced many producers and distributors that 
consumers will not readily absorb higher prices for many 
products (perhaps partly in the light of higher agricultural 
prices that have begun to drain off larger amounts of 
consumer income for food outlays). 


Unfortunately, while these stabilizing influences have 
worked together in a relatively effective fashion to 
moderate inflationary tendencies in the economy during 
the past year, they are not the kind of factors that can 


be expected to offer consistent or increased resistance to 
inflationary forces, especially if these should emerge in 
any serious degree. Past experience suggests that under 
the latter conditions, productivity gains are likely to 
dwindle and vanish, savings incentives are likely to be 
undermined, rising costs tend to absorb corporate profit 
cushions, stepped-up import demands tend to create 
balance of payments problems, competitive pressures 
with their stabilizing effects tend to give way to specula- 
tive pressures in scrambles for goods before prices go 
higher, and a stability psychology may be replaced by 
an inflation psychology that aggravates instability aris- 
ing from other forces. 

These possibilities underline the urgent need for keep- 
ing recent inflationary tendencies in check in order to 
maintain an orderly and balanced economic advance. 
From this viewpoint, it is perhaps fortunate that the 
economy is now about to enter a period of seasonal 
slack—normally so much more pronounced in Canada 
than in the United States—that could well help to ease 
strains at a number of points during the next few months. 


CREDIT ON A NATIONAL LEASH 


Monetary restraint by the Bank of Canada has now 
begun to produce important effects on credit availability 
and credit costs. While high levels of retained earnings 
in business and a heavy inflow of capital funds from 
abroad (particularly from the United States) have 
greatly augmented the financial resources required for 
increased investment and enlarged working capital, 
there has also been an intensified demand for credit 
upon Canadian financial institutions. Mortgage credit 
has been less readily available than last year, consider- 
able numbers of municipalities have encountered major 
obstacles to financing (perhaps more especially as a re- 
sult of higher credit costs), and individuals generally 
have found it more difficult to arrange some types of 
personal loans. A growing number of business firms— 
not merely among the smaller and newer firms—have 
encountered difficulties in securing credit. 

Much of the stepped-up demand for credit has of 
course been concentrated on the banking system, but 
other types of financial institutions have also been sub- 
jected to heavier pressures. Canada’s chartered banks 
have expanded their loans during the past year by about 
25%, or well over a billion dollars—with increases to 
virtually all groups of borrowers, and with particularly 
large increases to instalment finance companies, con- 
struction contractors, and some durable goods indus- 
tries. The rate of expansion in bank lending appears to 
have slowed in 1956, largely as a consequence of mone- 
tary restraint. But there does not appear to have been 
any corresponding slackening in credit demands. Indeed 
the latter may well become considerably more intense. 
For the seasonal peak requirements for credit have not 
yet been reached this year, and many business firms— 
large and small—may be caught in a cash squeeze. Ris- 
ing costs threaten to affect adversely the extent to which 
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higher needs for investment and working capital can be 
financed through retained earnings. 

Along with tighter credit availability has come a 
further general rise in interest rates. Conditions in the 
money market eased slightly from the latter part of May 
to early July. They subsequently tightened quickly, 
leading to an increase in the Bank of Canada’s discount 
rate from 3% to 314%, effective August 10, and to new 
record levels of rates on Treasury bills over 3%. Most 
bank lending rates are also reported to have moved up 
by 44% in August, following the 14% increase in April, 
which was the first increase in many years. On Septem- 
ber 15, the rates paid on chartered-bank savings ac- 
counts rose from 214% to 214%, following close on the 
heels of the increase from 2% to 214% in July. Earlier 
in the year, the maximum rate allowed on insured 
mortgage loans under the National Housing Act was 
raised 14% to 514%, with most lenders jumping their 
rates to this new maximum. The rates on conventional 
mortgages have also advanced from around 6% to 
around 614%. Along with these changes, the effective 
yields on almost all forms of outstanding bonds and on 
new bond issues have also advanced, especially during 
July and August. By early September, average yields on 
high-grade corporate and municipal bonds were well 
over 414%, and the yields on high-grade utilities and 
provincials only slightly lower. Finally, the Department 
of Finance announced in August that this year’s issue of 
Canada Savings Bonds (to be launched in October) will 
carry “sweeter’’ terms, including an effective yield to ma- 
turity of 3.76%, compared with 314% on last year’s issue. 


Effects of Restraint 


Some well-informed in financial opinion appear to feel 
that the rising trend of interest rates is not yet ended— 
an opinion that may have had a direct bearing on the 
indifferent reception given to a long-term bond issue by 
the federal government at the end of August. This view 
appears to rest partly on the expectation that, under the 
present program of monetary restraint, any further in- 
tensification of credit demands will probably automat- 
ically produce still higher credit costs as a by-product. 
It also appears to rest upon the assumption that political 
and other factors will force a continued or, if necessary, 
even increased reliance on monetary policy as the prin- 
cipal deterrent to inflation. 

One of the chief effects of the tightening monetary 
conditions in Canada has been the accelerated net inflow 
of capital funds. These have come particularly from the 
United States, but also, to some extent, from Britain 
and some other countries. Monetary restraint has had 
the effect of enhancing the relative attractiveness of the 


1 These coupon bonds, cashable at par plus accrued interest at any 
time, are to have a maturity of 1214 years. The effective yield of 3.76% 
is the result of coupon yields ranging upward from 314% in the first 
one and a half years to 4% for the final seven years. The progressive 
increase in rates is designed to minimize switching from earlier issues 
into the new issue, and to encourage purchasers to hold the bonds to 
maturity. 
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United States capital market as a source of funds for 
Canadian borrowers who are strong enough to have 
access to that market. In addition, some Canadian sub- 
sidiaries of United States companies, which have en- 
countered less favorable borrowing conditions in Can- 
ada, have apparently acquired increased financial re- 
sources via their parent companies. And there also 
appears to have been a rise in the inflow of short-term 
funds to Canada, at least in the first half of the year, 
associated with the relatively tight conditions prevailing 
in the Canadian money market. 

Although tighter credit conditions have reemerged in 
the United States, perhaps tending to reduce earlier 
incentives for higher flows of some types of investment 
funds to Canada, recent experience has indicated once 
more that close attention must constantly be paid to the 
impact of Canadian monetary policy on Canada’s inter- 
national financial position. In the present circum- 
stances, the impetus given by tighter money to a large 
rise in foreign capital inflows has of course helped to 
cover the cost of a very substantial increase in imports. 
Without this expansion in imports, the Canadian econ- 
omy might well already have plunged into serious infla- 
tion. Without the corresponding rise in capital inflows, 
the country’s balance of payments might well have been 
subjected to critical strains. 

At the same time, given important differences in the 
relative ease of access to financial resources in the 
United States, some discriminatory effects from Cana- 
dian monetary restraint have been inevitable. This is 
true not only as between different groups of borrowers, 
but in some cases between different firms in the same 
area of business. 

Canada’s provincial governments, for example, have 
relatively good access to the United States capital 
market, but the same is true for only a small handful of 
Canadian municipal authorities. The relative ease of 
access to additional credit may have affected, at least in 
a few cases and in a marginal way, the competitive 
position of Canadian companies vis-a-vis United States- 
owned or controlled companies in Canada in the same 
field of enterprise. 

Questions have already been raised in some Canadian 
quarters as to whether distortions of this character 
might not limit the extent to which Canadian monetary 
policy can be pushed, in the absence of further credit 
restraint in the United States, should the Canadian econ- 
omy move into a basically inflationary situation in which 
stronger anti-inflationary action appeared necessary. 


TRADE IMBALANCE 


In the first seven months of 1956, total Canadian ex- 
ports were $2.7 billion, 13% above the same period in 
1955, and almost 25% above the same period in 1954. 
Despite this enormous rise, Canada’s trade balance has 
showed the largest deficit in history, as imports have 
outpaced the expansion in exports. An import rise to 
$3.3 billion, a gain of almost 30% above a year earlier 
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and almost 40% above two years earlier, is shown by 
preliminary figures for the first seven months of 1956. 

The indicated January-July trade deficit of almost 
$600 million is more than three times as large as the 
deficits in the corresponding periods of 1955 and 1954. 
In the absence of any sharp deviation from recent 
trends, the deficit for the whole of 1956 could well climb 
to nearly a billion dollars. 

The dominating changes have occurred in trade with 
the United States. Exports to that market rose almost 
$200 million in the first seven months of this year, and 
imports from that market rose by well over half a 
billion. The main change on the export side has been a 
larger than 50% rise in wheat shipments, bringing this 
commodity back into the Number 2 position (behind 
newsprint) in the value-of-sales ranking of Canadian 
exports. 

Higher exports of other Canadian primary products, 
including newsprint, petroleum, iron ore and copper, 
have also appeared, with the only substantial decline 
occurring in “planks and boards.” On the imports side, 
almost every category has advanced, with particularly 
strong increases in all types of machinery, automobiles 
and parts, rolling-mill products and pipes and tubes, and 
other types of secondary manufactures. 


Increase in Invisible Transactions 


In addition to an increase in the merchandise trade 
deficit, Canada has also experienced an increase in its 
deficit in so-called invisible transactions, which include 
international receipts and payments for interest and 
dividends, freight and shipping, insurance, and tourist 
spending. As a consequence, Canada’s total interna- 
tional payments deficit on current account in the first 
half of 1956 came to a record $771 million, more than 
double the deficit in the first half of 1955. 

The net effect of these developments is that Canada’s 
requirements for foreign exchange for enlarged pur- 
chases of foreign goods and services have risen much 
more rapidly than her earnings of foreign exchange from 
her total foreign sales of goods and services. In the first 
half of the year, current receipts on international ac- 
count fell about 25% short of current payments. Yet 
these foreign exchange requirements have been satisfied 
without any significant decline in Canada’s official hold- 
ings of gold and foreign exchange and, moreover, with- 
out any deterioration in the exchange value of the 
Canadian dollar. 

Indeed, the Canadian dollar has strengthened in re- 
cent months and now stands at a premium of about 
21% cents above the United States dollar, compared with 
an average premium of only about one tenth of 1 cent 
last January. A sharply increased capital inflow is of 
course the reason behind this strong performance. The 
balance-of-payments accounts show particularly large 
increases in direct foreign investment in Canada, in net 
new issues of Canadian securities abroad, in net for- 
eign purchases of outstanding Canadian securities, and 
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in other miscellaneous types of capital movements. 

Canada could not possibly have achieved such a rapid 
and balanced economic expansion during the past two 
years without these very large increases in exports, im- 
ports and the capital inflow from abroad. But the mag- 
nitude of the increase in the country’s current-account 
payments deficit has been quite unexpected, and the 
vital necessity for a continuing large inflow of capital 
funds, so long as that deficit remains, has become a 
matter of concern in some quarters. In other words, any 
serious disruption of the present rate of capital inflow 
might well precipitate severe balance-of-payments 
strains. 

At the moment, however, there would appear to be 
little justification for any such concern. Monetary re- 
straint has been providing strong incentives for main- 
taining or enlarging the inflow of capital funds. At the 
same time, the trends of the past few months suggest, 
after allowance for seasonal factors, that there has been 
a slight gain in exports relative to imports (tending to 
diminish the size of the trade deficit). Any intensifica- 
tion of the international crisis in the Middle East would 
probably augment foreign demands for (and perhaps the 
prices of) Canada’s basic resource exports, without in- 
ducing a corresponding rise in import demands. Perhaps 
the only serious threat that could arise for Canada’s 
international financial position in the near future would 
be an outbreak of inflation that might step up import 
demands and adversely affect the competitive position 
of Canadian exports in foreign markets. 


POISED ON A THRESHOLD 


In contrast with the United States economy which, 
during much of 1956, has been poised on a plateau of 
high prosperity, the Canadian economy this year has 
been more or less continuously poised on the threshold 
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of inflation. On the one hand, powerful expansionary 
forces have been at work, producing both remarkable 
forward strides in Canada’s over-all economic achieve- 
ments and ever-present dangers of pushing the economy 
over the inflation threshold. On the other hand, a 
combination of powerful stabilizing factors has pre- 
vented a transition into an inflationary situation that 
could be clearly identified as such. 

If Canada’s GNP this year advances by 10% over 
1955—a prospect that now appears likely—this would 
bring the total increase in GNP to over 20% in two 
years! Moreover, only a relatively small part of this gain 
will have reflected price increases; the advance in the 
physical volume of output of goods and services has 
been the dominating aspect of Canadian business trends. 
According to historical standards and reasonable eco- 
nomic judgment, this is a performance that is at the 
same time both miraculous and unlikely to be maintained. 

In very general terms it would seem unlikely that the 
economy will continue to remain poised on an inflation- 
ary threshold in 1957. It is much more likely either that 
the country will experience continued or accentuated 
expansionary forces culminating in dangerous excesses 
and distortions, or that forces of moderation will gather 
to induce economic cross currents and a slowing down 
of the over-all economic expansion. 


ArtTuur J. R. Smrte 
Canadian Office 


Business Forecasts 
(Continued from page 443) 


expense of nondurables. We doubt it. Such a recovery is more 
likely to be partly at the expense of savings, which in the 
second quarter reached the high annual rate of $21.2 billion, 
up from $18.6 billion in the preceding quarter and from $16.7 
billion a year ago. 

“Tn addition, we look for a further sharp rise in consumer 
income. Wage increases by the steel and other important in- 
dustries will be fully reflected in final quarter figures. Employ- 
ment, adjusted for seasonal, continues to increase, and the 
average work week, which had declined from 41.3 hours in 
manufacturing industries last December to 40.1 hours in July 
is likely to turn at least slightly upward. Other contributors to 
total personal income (business and professional and invest- 
ment income) will probably also advance somewhat. Even 
farm income may show some lift. 

“Retail sales of nondurables, while unlikely to expand as 
sharply as durables, should approximately parallel the further 
growth of disposable personal income.” 


Automobiles 


The Iron Age (September 6)—‘“‘With the first 1957 models 
rolling off the assembly lines this week, auto builders added up 
the 1956 score and estimated 4 million cars produced in 1956. 
It’s the industry’s eighth round of an output level that high. 

“But after the booming output of 1955, it was not a strong 
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showing. Ford, Studebaker, and Plymouth have already shut 
down to begin the switch to next year’s models. 

“Speculation as to the total extent of automotive raw mate- 
rials ran rampant, ranged from zero to ‘heavy raw steel 
inventories.’ 

“But the fact remained that automotive men were con- 
tinuing to talk one of the highest fourth-quarter production 
levels in the nation’s history, marked by the fact that canny 
purchasing agents were booking all the hot-rolled and even all 
the cold-rolled sheet steel they could get their hands on... . 

“The major changes expected in the 1957 auto line come as 
welcome sales ammunition to distributors fighting increasing 
prices and tightening credit... . 

“Until this week, the auguries for 1957 car sales have been 
increasingly bright. . . . 

“Certainly automotive men, who have been proclaiming a 
brisk fourth quarter 1956 for at least a month now, are strong 
on the long-range outlook. C. R. Beacham, general sales man- 
ager of Ford Division of Ford Motor Company, went on 
record last week as saying that in 1957 the American output 
of goods and services ‘will reach an all-time peak, about 4.5% 
above this year, and near a total of $428 billion.’ 

“For a nation that has been striving to crack the $400- 
billion general economy level, the gain is startling, particularly 
in view of the uncertain outlook for late 1956 and early 1957. 

“Mr. Beacham goes on to indicate that 9,500,000 annual car 
sales total seems in the cards for the future, though just 
exactly how far in the future, Mr. Beacham didn’t specifically 
say. But he did say ‘increased amount of spending money in 
the hands of the average man next year will give him a 
standard of living about 60% better than his father had thirty 
years ago... . 

“The upward inching of new-car prices, along with increas- 
ing tightness of credit among some of the big independent 
automotive financing firms, coupled with rising interest rates 
in the past two weeks, are selling hurdles that are beginning to 
offset the high level of personal income that has been expected 
for the average car buyer in the closing months of 1957. 

‘‘Whatever the case, it’s been a 4-million car year, and after 
the booming levels of 1955, it’s no great cause for cheer- 
ani amen 


Toy Industry 


Steel (September 10)—“Figuring that 4 million babies are 
born every year in this country, the metal toy industry looks 
like a good bet for the future. 

“Excluding bicycles, manufacturers’ sales will hit $246 mil- 
lion this year, up 10% from 1955. Metal toy sales account for 
about 30% of all toy sales, while more metal goes into some 
plastic, rubber and wood toys. 

“About 228,000 tons of metal will be consumed by the 
industry in 1956—steel strip, light sheets, wire and tin mill 
products, some copper, aluminum and other metals. . . . 

“The industry is making some progress in its drive to 
eliminate the seasonal factor. Historically, toy production 
comes to a halt in October and isn’t resumed until January. 

“Large retail chain organizations do their Christmas buying 
the previous January. Except for reorders, the annual March 
toy fair winds up the buying season. 

“Toymakers are now campaigning for retailers to maintain 
their lines the year round. Several summer promotions have 
met with some success. This year, reorders during the first 
seven months were up 10% to 15%. . . .” 


SELECTED BUSINESS INDICATORS 


Chartbook 


Page* Series 


Industrial production 
5 Total 1947-49=100 S 
Durables manufacturing 1947-49=100 S 
Nondurables manufacturing 1947-49=100 S 


Wholesale prices 
1 1 AW Commodities. occ niece oisisce ase ceteiep els eunteteiets ...| 1947-49=100 
Industrial commodities 1947-49 = 100 
Farm commodities 1947-49 = 100 


Consumer prices (NICB) 
1 3 1953=100 
1953=100 
1953=100 


Prices received and paid by farmers 
15 Prices received 1910-14=100 
Prices paid!.... ..| 1910-14=100 
Parity ratio? 1910-14=100 


Employment and unemployment (Census)? 
Total labor force Thousand persons 
17 Civilian labor force. . ....| Thousand persons 
Civilian employment Thousand persons 
Nonfarm employment Thousand persons 
Unemployment Thousand persons 


Nonfarm employment (BLS) 
Total Thousand persons S$ 751,022 751,600 
19 Employees in nonmanufacturing Thousand persons S 734,555 734,723 
Employees in manufacturing ....]| Thousand persons S 716,467 716,877 
Production workers in durables manufacturing Thousand persons S vy 7,230 r 7,592 
Production workers in nondurables manufacturing. .| Thousand persons S r 5,500 r 5,557 


Average work week 
91 All manufacturing Hours 4 740.0 
Durables manufacturing Hours , 740.6 
Nondurables manufacturing Hours 39. 39.3 


Average hourly earnings 
23 All manufacturing Dollars A 71.97 
Durables manufacturing.... ..| Dollars : 2.07 
Nondurables manufacturing Dollars ? v1.82 


Average weekly earnings 


2 All manufacturing Dollars ; 778.80 79.00 
5 Durables manufacturing... ate suere .| Dollars : 784.04 85.27 
Nondurables manufacturing Dollars A 771.53 70.95 


Personal income 


27 Billion dollars S A .d. 3 7324.9 
Billion dollars S A a. : 7232.5 
Billion dollars S A E Ge * r 98.2 


Instalment credit 
Extensions Million dollars S$ a. 2,951 
31 Repayments Million dollars S a. 2,978 2,831 
Instalment credit outstanding Million dollars a. 29,103 28,890 


New construction 
37 Million dollars S A 44,268 744,292 44,136 43,656 
Total private : Million dollars S A 30,960 731,044 30,660 31,440 
Private nonfarm residential Million dollars S A 15,156 715,240 15,000 17,196 


Business sales and inventories 
Total inventories Million dollars S Ach 85,700 85,600 79,2006 
Total sales Million dollars S 4 52,600 54,300 51,9006 
39 Manufacturing inventories Million dollars S a. 49,108 749,090 43,9385 
Manufacturing sales Million dollars S a. 26,118 727,665 26,7316 
Retail inventories Million dollars S -. 23,800 723,830 23,370b 
Retail sales Million dollars S Wee 16,019 15,998 15,4845 


Retail trade: Durable goods stores 
Inventories Million dollars S a. 10,650 710,750 10,840b 
Al .| Million dollars S a. 5,514 5,500 5,640b 
* 1.93 7 E95: 1.926 


Retail trade: Nondurable goods stores 
Inventories... Million dollars S .a. 13,150 13,080 12,5306 
43 Million dollars S .d. 10,505 10,498 9,844b 
* Li25 1.25 1.27b 


Durables mfg.: Sales and inventories 
Inventories Million dollars S .d. 28,085 728,174 24,5635 
45 Million dollars S$ .d. 12,501 713,850 13,503b 
* 2.25 2.03 1.82b 


Nondurables mfg.: Sales and inventories 
Inventories Million dollars S a. 21,023 720,916 19,3756 
47 Sal SITE!) Million dollara S ‘a. 13.617 | 713,815 | 13,2280 
* 1.54 1.52 1.466 
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SELECTED BUSINESS INDICATORS (Continued) 


Series 


Merchandise exports and imports 
Exports cchc.s.c 
Imports.. es 
Export surplus incl. grant-aid shipments. . 
Export surplus excl. grant-aid shipments 


Federal budget receipts and expenditures 
Cumulative receipts 
Cumulative expenditures...... 
For quarterly data see below 


Money supply and turnover 
Privately held money supply’....... 
Total demand deposits adjusted and currency 
Deposit turnover: New York City 
Deposit turnover: 337 other centers’ 


Bank loans, investments and reserves 
Investments? 
Loans?® 
Excess reserves? , 
Borrowings?,10 
Commercial, industrial and farm loans!! 


Diffusion index 
Industrial production.......... 2. Seer 
Diffusion index 


Eight sensitive business indicators 
Residential building contracts 
Nonresidential building contracts. . 
New orders, durables...... 
Average work week 
Raw materials prices 
Stock prices, industrials 
New incorporations 
Business failures 


Gross national product 
Total 


Components of gross national product 
Personal consumption expenditures.... 
Change from previous quarter 
Government purchases of goods and services 
Change from previous quarter 
Gross private domestic investment...... 
Change from previous quarter 


Disposition of personal income 
Total personal income 
Disposable personal income 
Personal consumption expenditures. . 
Personal saving 


Corporate profits 
Profits before taxes..... 
Profits after taxes...... 


Business expenditures for plant and equipment 
Total 
Manufacturing industries 
Nonmanufacturing industries 


Federal budget receipts and expenditures 
Receipts 
Expenditures 
Cumulative surplus or deficit!8 
For monthly data see above 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tue Conrerence Boarp; Department of Agriculture; Bureau of the Census; 
curities and Exchange Commission; Treasury Department; F. W. Dodge; Standard 
& Poor’s; Dun & Bradstreet xy. A ; 

1 Includes interest, taxes and wages. *Prices received divided by prices paid. 
# Beginning May 1956, data based on 330-area sample. 4 Excludes personal contribu- 
tions to social security, included in components, § Includes wages and salaries and 
“other labor income.” ® Includes grant-aid shipments. 7 Demand and time deposits 
adjusted to exclude U. S. Government and interbank deposits; and currency outside 
banks. *Excludes Boston, Philadelphia, Chicago, Detroit, San Francisco, Los 
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Unit 


Million dollars 
Million dollars 
Million dollars 
Million dollars 


Million dollars 
Million dollars 


Billion dollars 
Billion dollars S 
Ts 


TS 


Million dollars 
Million dollars 
Million dollars 
Million dollars 
Million dollars 


1947-49 = 100 S 
TTS 
ths 


Thous. sq. ft. fi. sp..S 
Thous. sq. ft. fl. sp.$ 


Million dollars S$ 
Hours S 
1947-49 = 100 


Number S$ 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Billion dollars S 
Billion dollars S 
Billion dollars S 


Billion dollars S 


A 
A 
A 
A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 

A 

A 

A 


Billion dollars S 
Billion dollars S 


Billion dollars S 


Million dollars 
Million dollars 
Million dollars 


Augustp 


28,968 


141 
—0.75 
56.37 


75,877 
53,161 
n.d. 
40.3 
90.6 
522.6 
12,515 
1,112 


II 


Quarterp 


408. 


20,708 
17,637 
1,754 


28,714 


136 
r—1.50 
Poles 


66,665 
49,907 
13,497 
740.3 
88.6 
525.3 
12,030 
1,070 


1956 
I IV II 
Quarter Quarter Quarter 


403.4 
399. 


401. 387.4 


382. 


22,192 
15,623 
—1,315 


12,243 
16,178 
—7,884 


Angeles and New York. *All member banks. 1° From Federal Reserve Banks. 
41 Weekly reporting member banks. 1 Gross national product, less change in business 


inventories. 
rate. 


18 For fiscal year beginning July 1. S-seasonally adjusted. A-annual 
a-anticipated. For the III Quarter of 1956, revised outlays are: Total, $6.26; 


Manufacturing, 15.82; and Nonmanufacturing, 20.44, 6-July, 1955 for monthly data. 


p-preliminary. 


r-revised. 


* End-of-month inventory, divided by 


sales during the 


month. + Debits (annual rate) divided by deposits. +f Diffusion index stated as the 
average duration in months of expansion or contraction, n.a.-Not available. “Chart- 
book of Current Business Trends (Second Edition), Taz ConrmErENce Boagrp, 1956, 
Copies available to Board Associates on request 
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MERGERS AND PROPERTY TRANSFERS 


HE FOLLOWING tabulation continues the listing 
begun in the December Business Record. It covers 
those mergers reported in August, 1956, and a few that 
took place earlier. The listing is meant to cover all indus- 


tries except public utilities, railroads and banks. For 
further explanations of the type of transactions included, 
refer to page 476 of the December issue of The Business 
Record. 


No. Purchaser/Seller 


Property Acquired 


Size! 


1 |Addressograph-Multigraph Corp..... 


Description (Millions 
of Dollars) 
Mfrs. office equipment............. 52.8 


Mfrs., distributes office type-composing|7.0(annual 


machines sales) 
2. |Aeroquip Corph cvs -erac acne untariewerotre~ rm fet emateiaG TINRNS y oTRle eISSN SS pars flexible hose lines, self sealing cou-| 13.7 
plings 
Lopistics Corp, 4.1 atten oie eteine Produces load control and _ tie-down|1.0(annual 
equipment for aircraft and trucks sales) 
Ss Aetna; Industrial ‘Corp. s..<sut.« eee oll) ican eectinelammmeeaee cen oeaees Mfrs. wrenches). i:2% SAasnlwctostes « n.d. 
Major assets of Graton & Knight Co. Mfrs. industrial leather products... . 5.3 
A Air Way Wudustries ENCrir ccs tiv cies MA ee ese seers ere eek ote eer nee tae Mfrs. vacuum cleaners............- 10.0 
Rolling stock and other assets of Ross| ..0..«<«0cdcdaswess ob eliewese ee n.d. 
Martin Trucking Co. 
BW Atlegheny- Ludhim Steel Corpi...5 tut. | bes o-2 sds teeta set REE ERE Mfrs. stainless steel............... 163.8 
Paul Ry Redpathe inc... sescece cee Produces electrical steel laminations. . n.d. 
6\4,'American. Mospital Supply Co:. .fs6ay || ) Bae ae aoe cee etioe cee ices Distributes hospital supplies, equipment 21.7 
Entire capital stock of Dade Reagents,|Engages in research and development of| _n.a. 
Inc. blood typing serums, synthetic labora- 
tory control materials, and tubal nutri- 
ent solutions 
ve \American) Metal Cosltd.s). acceehien bh covets secheperiomiens cee eae Produces, treats, sells non-ferrous metals} 176.9 
Increased holdings of Copper Range Co.|Operates copper mines............. 104.0 
to 202,027 shares 
S$) -| American: Smelting & Refintng'Covss... Vann sec ee le eee 417.3 
(1) 30% interest in ‘a 2 year exploration|ih) yess caries sip tole ce ee-etalele oitreiers n.d. 
program for base metals undertaken 
by Le Moyne Ungava Mines, Quebec 
(2) Increased holdings of General Cable|Mfrs., distributes, sells rods, wires and| 74.8 
: Corp. to 936,318 shares cables 
9... Amphenol. Electronics Corpi.< eaererrerr | eine ie oaeineoae tee oe ree Mfrs. connectors, fittings, coaxial cables,| 138.5 
TV and radio components 
Plant, equipment and inventory of Exact|"~ -o..ccmses a « sccb cise dase na 
Metal Specialties Co. (will operate as a 
division) 
10)\ | Ansul ‘Chemicali Co. (Purchasey)o-nue | ||) | deicreeinncte ease er ee eee Mfrs. sulphur dioxide, methyl chloride,| 5.9 
refrigeration oil, antifreeze additive 
Marinette Glove Co. (Seller)....... 11,000'sq: ft. building: .i....)... eee Sanh) Mim Gein lei. etka thoes Ape matte (s e.. 
Th ei Babbitt(s.. TD.) Une. 2.05 tess ites. |) ||) 000 akc ee aR een era ere ene 9.1 
Chemicals, Inc. (will operate as wholly| Mfrs. liquid starch................ n.a, 
owned sub.) 
12” |Beechnut Packing’Co, (Name changed tol\) ooo peck avcidenc oes ak seers Mfrs. chewing gum, food products. . . 51.5 
Beech-Nut Life Savers, Inc.) 
_ |Merged Life Savers Corp........... Mfrs, candy confections............ 16.1 
18* |Bestwall! ‘Gypsum Co.’ (sub.of Certain-| > 00. ese otce tect ete Mfrs, building products............ n.d. 
Teed Products Corp.) 
Connecticut Adamant Plaster Co. {Nova Scotia gypsum deposits....... | sess eececcuceccecececcsccececs | ceeee 
Ta Si Borden Corrs aoeeeuge tier seats pee eae nMOS we etre tere ene eee Mfrs. dairy products, food items $09.7 
Assets of Pioneer Latex & Chemical Co.|Mfrs. protective coatings........... 2.0 
(annual 
sales) 
LGM) EO WIE CO. recon tinte'c cieiin meses crsseireisd lng | leeete neatorsea vers everett tee ee een ee Mfrs. wood products, pulp, paper... . 714 
Stock of Granite State Veneer, Inc., Ply-|All mfr. veneer and plywood products n.d. 
wood Products, Inc., and Stratford 
Realty Corp. 
16" |Brown-Forman Distillers Corp... 9 aa yvcssnvescecteecevssceoss | (Mita whiskey. yuammckiaeueeteneee 50.3 
(1) JackDaniel: Distillery, (3 aicccccs Oe | Wee Reem onawan oon eaeten eee ee n.a. 
(2) Joseph (Carmeau'Co;, Jae. «2 «~ import firm sas saqnceteee as aren n.d, 
TiN G: & C Super Corp. cite dets a acters, 1)’ 2) an MR ete toot ecte need Venture capital corp. Through subs. and] 12.1 
divisions, makes soft drinks, cap-top 
closures, assembles paint spray guns, 
owns TV film rights 
(1) 2,500 shares (25%) of Miller Fish-|Engages in shrimp operations in Gulf of} n.a. 
eries, Inc, Mexico 
(2) 125 common shares (25%) of Inter-|Operates transport vessel as adjunct to} .a. 
national Shrimp Corp. Miller Fisheries business 
18" | Canada Packers LUtd.s cis cme ee ewes. jie. meseareces te ng otis sje. 0) am ta rote Produces packing house products... . 81.9 
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Mergers and Transfers of Existing Facilities — continued 


Description 


Size! 
(Millions 
of Dollars) 


No, Purchaser/Seller 
19 {Caterpillar Tractor Co............. 
20m Champ) Hats; Ine.) aia ais. rersisi syste ams « 
Piearonarter Ou Co,, Ltd. .c.. ois «0 aienvens 
22 |Chesebrough-Pond’s Inc............ 
23 |Columbia River Packers Assn., Inc... 
24 {Consolidated Foods Corp........... 
25 |Cosden Petroleum Corp............ 
New Brothers Drilling Co......... 
26 |Cutter Laboratories.............5. 
eieeian buyer Mills Inc... 0... 5 o<96.0« 
28 |Delhi-Taylor Oil Corp............. 
Southern States Oil Co............ 
29 |Dresser Industries Inc............. 
BOM EEeG, Products: CO. ...s..cvases dais 
$1 |Emhart Manufacturing Co......... 
Pe MBREMEIEDEETICE 6) 0/5: cree) cfereyaeere se) 0 Fe iwte 
$33 |Factor (Max) & Co................ 
$4 |Federal Paper Board Co............ 
Shiga Pirth Sterling; Ine... «5 a. oscar eaink 
Schwarzkopf Development Corp.. . . 
SGP al Food: Mart, Inc.) sob eae dees 
87 |General Electric Co............6065 
88 |General Instrument-F. W. Sickles Co. 
of Canada Ltd. (sub. of General Instru- 
ment Corp.) 
89° |General Mills, Inc.s:. «055... 600.000 


Mfrs. tractors, road machinery and earth 
moving machinery 
ie shares of Englehart Manufacturing] Mfrs. precision parts for industry. . . . 
0. 


ee i ee ry 


Increased direct holdings of Hat Corp. of|Mfrs. men’s, women’s hats and operates 
America to 4,012 shares retail stores 
DbAatn 6A racy a pase svete Meds. cana: Owns oil, gas leases............06% 


One millionshares of Bata Petroleums, Ltd. 


Mfrs. various medicinals, toiletries and 
cosmetics 
All outstanding stock of Seeck & Kade,}Makes Pertussin cough syrup....... 
Ine. (will operate as a wholly owned 
sub.) 
o RGR ea ees Sei Ai Eo 3 Engages in commercial fishing and pack- 
ing of food fish 


Wholesaler, canner, manufacturer, proc- 
essor, packager of grocery products 

Entire capital stock of Kitchens of Sara|Cake producer.............2..0005 
Lee, Inc. (will operate as a sub.) 


A interest in certain Blanco Oil Co. 
properties in Texas 


Mfrs. biologicals, pharmaceuticals... . 
Assets and business of Corn King Co.,|Mfrs. medicinal, nutritional and allied 


Ine. products for livestock and poultry in- 
dustry 
fetid nds ward aabareds oselotdans Mfrs. textiles, mainly cotton........ 
(1) Alabama Mills Inc... ........5. Makes staple cotton goods......... 
(2) Iselin-Jefferson Co............. Textile sales agent. .shihoes isiuna ¢ 


Produces oil and natural gas for non- 
affiliated oil companies 


Mfrs. equipment for oil and gas industries 

Mfrs. specialized oil well production and 
drilling equipment 

Mfrs. kitchen utensils and equipment. 


Buby Lighting Co... a.ncqnaene Makes industrial fluorescent lighting fix- 
tures 
SF SER EEE OR AROS See Mfrs, industrial equipment......... 
SKv worker COIp; 5 «.c/duveiase ua vss as Makes hydraulically operated booms for 


maintenance and construction work 
Increased holdings of Ryan Aeronautical 
Co. to 89,500 shares 


Mfrs. cosmetic products........... 

Owner of trade-marks Sof-Set, Sof-Set 
No-Lac, and Dri-Mist 

Mfrs. folding boxboard, cartons, con- 
tainer boards 

Operates paperboard mills and box fac- 
tories 

Mfrs. 
steels 

Operates retail food and grocery stores 

Operates supermarket chain in West 
Texas 

Aiiahs « edad «ght Si6 «interns Mfrs. electrical equipment......... 

Valley Electrical Supply Co. (sub. of|Wholesales GE large appliances and air 

Pacific Gas & Electric) heating and cooling equipment 


tool die, stainless steel, alloy 


Yonkers research & laboratory facilities 


Sleep areata a 3s 5 Der Meng Celine; sets Mfrs. all types of radio condensers... . 
Outstanding stock of T.S. Farley Ltd. | Produces radio and TV coils........ 
Se aes c/o ee tinnie gies, un cies & Flour milling company............. 
Assets of Brooklyn Products Co..... Mfrs. impregnated sponges......... 


335.4 
1.9(annual 
sales) 
n.d. 

9.9 
2.2 
n.d. 
28.9 


n.d, 


10.4 
3.0 
(annual 
sales) 
115.5 
5.0-10.0 


(annual 
sales) 


sees 


1,727.6 
n.d. 


n.d. 


Cn enc ee ee ee ammmmnsmnseememmnmmmemmenssmmemes cinema aa aa aasaaeaaaaaaaaaasaaaassaasaaaaaa aaa 
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Mergers and Transfers of Existing Facilities — continued 


Size! 
i ipti Millions 
No. Purchaser/Seller Property Acquired Description a a 
40 |General Motors Corp. (Cadillac Division)| 2.6... ccc ccc cece cee eees Mfrs. motor vehicles, refrigerators,| 6,344.8 
ranges, washers, etc. 
Former!’ 1,000/000'squrits Hudson @Motor| 9 is ncaa: oc.ccosnecracsciieesceam | | een 
car plant at Detroit 
41° “|General Precision’ Equipment Corpi).9 i" Ons niche eee eee Le ee ier Controls companies which mfr. motion} 100.9 
picture, TV studio equipment and in- 
dustrial controls and equipment 
Merged Graflex, Inc..............- Mfrs: CAMERAS 5:5,..<.1050.0 «meee fees 6.0 
42 |General Water Works ‘Corp. :).iisi05 1 | Ee ee ee eerie eerie ere Operates water distribution systems 58.5 
Great Northern Paper Co.......... Millinocket:: Water ’Co,» and. Northern} — VG... bent cowodeie ete teeters n.d. 
Water Co. 
48% )|Grumman: Aircraft’ Enpine'Corp;.') 57. el ae ne. ce eae ees ee oeetee eee eee Produces amphibious and naval aircraft] 78.2 
and metal pleasure boats 
A 50% interest in Dynamics Develop-|Conducts hydrofoil research........ n.d. 
ments Inc. 
44) |Hallicrafters Co: (sub. ; of MPenn=Pexasl) We). <j.05 cs. v2 crass cere ee eine oie selene Mfrs. electronic and communications| 13.5 
Corp.) equipment 
Belmont Division of Admiral Corp... Tools and dies for manufacturing private] Geen e+ see erie +o aeeece a+ 1] pees 
brand TV, radio receivers 
465¢||Hiddenw Splendor Mining *Cow (sub. ob| yasn. cc drseeradoe alctorsietaterctarsre toatl On |||) esnjeesvenstabstereiels enn an ee atten n.d. 
Atlas Corp.) 
Acquiring a 30% equity interest in Ura-|Owner of uranium mill............. 14.0 
nium Reduction Co. (affiliate of Ameri- 
ean Zinc, Lead & Smelting Co.) 
46 ‘7 Houston Natural: Gas Coxpitir ate set aes sotsseurn treats tovanetehacar setetatete ete aictore Supplies natural gas at retail....... 45.0 
Atlantic Refining Co.............. Houston’ Pipeline ' Come) 2. EY Anak eine states I ee ees n.d. 
47°" \Kirkland Minerals Corp., Ltd. auc. ||) Weiclc nstaeue chien nate one eats eee Engages in gold mining............ 5.7 
Beauvale Mines Ltd, (will operate as|Nickel and copper mining........... n.d. 
wholly owned sub.) 
48 |Laclede-Christy Co: (sub: of H.iK;, Portert( ()25/5, 989.6), seees cs accciacss cnc. Mfrs. refractories... 5<ccccccces n.d. 
0. 
Stupp Bros. Bridge & Iron Co...... Plant* (includes; production) buildinggs|| | (isc. c5.... jects < e01s-o1e cen vise kiss s etelelie || eMtens stata 
kilns, warehouses) 
49°*'| Edward. Lamb. Enterprises; Ines 4.49. 0S [000 Waves rers Satine aerate eet mam | BR tteirateiaie Ss: svais.c-arale aeekta alecateis plersertn mn 
Increased direct holdings of Air-Way In-| Mfrs. vacuum cleaners............. 10.0 
dustries Inc. to 368,623 shares 
50+ | Francishlls: Legeettr&:' Cais Sey, thi. at is oa hacia deierac alooraa ie tore Mfrs. food products.............-- 1.0* 
B. W. G. Cooperative Corp......... Group of retailers................. n.d, 
BY.» Loew's, Tne. crais-adioislaisioeanaisiay ax stovotatahon © 5 Ml epee tet chen cte eee ieee eet Produces, distributes MGM motion pic-| 220.4 
tures and exhibits motion pictures 
through subsidiaries 
25%. stock interest in KITV (sub. of|TVistation: o¢...20.c: <2. sees sees llores 
Times-Mirror Co.) 
5259 Lucky: Stores! Tncsrai uae aeistieees Son| Ute, esohaey ahe ile aisereterastt ae eee Operates supermarkets............- 18.7 
Hood iBasket seis ae siet-eearaem tise Supermarket) chain../.,. 52sec «sels 18.0 (an- 
nual sales) 
63'.'| Maels!Dinsekss: Trac ty.der Seite Fe RAP bros ick ev rset a ovsiot or evetaiow creme ate Mfrs. trucks, buses................ 195.0 
Brockway Motor Co., Inc. Track business... «os: sisie.8,8jeisueiava\eevey » dl" Mepis ayeieaiaraioarei aieiatne erie cs nis iarel Sisters nl 
(controlled by Munson Line, Inc.) 
54, 0\\ Magna Oil Corpiak Aorta on carne te ee Tee Acquires, develops oil and gas properties 1.6 
Johnson Ranch Royalty Cossc te ctesn) | A gate e pete a) cls os etic eio nls ere rci n.d. 
55%) Martin (Lester) &: Coss (Ines: snheease, BYES. 5.23 hoa acne aieyaia cca 9 ora evar earn An | pe ok RRR eat co terre ee ae Pe n.d. 
Increased holdings of Consolidated Tex-|Mfrs., finishes cotton textiles........ 18.5 
tile Co. to 369,600 shares 
56:4'| Masonite Corp ax. iter inet ores» i) Ly as Ale, Search con ayaa mnie eaerete Mfrs. hardboards, decorative panels,| 54.1 
mouldings, floor coverings, tile boards 
B. B. Butler Manufacturing Corp. and|Makers of Per-Board panels for homes n.d, 
its subsidiaries 
67.) McDermott G2 Ray)e& Cost. Sek, Cb. 58 ata done een Engages in servicing operations of oil and] 44.6 
gas companies in inland and offshore 
waters of Gulf Coast area 
Increased interest in The Offshore Co.|Engages in deep water drilling in Gulf of] —_.a. 
from 24.50% to 32.45% Mexico 
$8: (McGraw, Electric: oj... <!6;.'s:s .03,0i00 een eee) eh uel Re I lee erie rs Mfrs. electrical appliances and devices 85.6 
Will acquire all assets, franchises, and|Produces washing, ironing, drying ma-| 10.7 
company name of Speed Queen Corp. chines 
59 | McKay Machine:Cons saoSbie cee secu we oc a elec meee, Meee Mfrs. auxiliary rolling mill machinery 5.6 
and sheet metal processing equipment 
Metal Machine Co..........s.s00 Engineering and sales concern....... n.d. 
60 | Mitro-Moisture’Controls, Inc, «4.37-53 .\\ « Fo siewsssdis detepa-sieic aie are erence 91 cove tcicte Iain Emre epetae ice els fie Teme ete ete an n.d. 
Converters Acceptance Corp........ Holding and financial co. in Montreal. n.d. 


Holdings include Lead Smelter & Refining 
ee Redi-Heat Co., Security Window 
orp. 
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Mergers and Transfers of Existing Facilities — continued 


No. Purchaser/Seller Property Acquired Description (fiioons 

of Dollars) 

Gime yimnesota Mining & Manufacturing © 9 |9  ...cce cee ce ec cn evnndacecwess Mfrs. abrasives, adhesive tapes, other| 224.7 

Co. : adhesives 
Zenith Plastics Co. (will operate as wholly|Produces aircraft components....... n.d. 
owned sub.) 

Pemmanaed., Hiberglass. Compas seems 2260 WEN SAW Johietlees ve bielee dalde eden Mfrs. molded fiberglass............ 0.3* 

Owens-Corning Fiberglas Co....... SO; VOOR Tbs Dla Derwrn peer ett remem oo siciacid cole vcccas Stic mse? ollaemeine 

Coen National Brewing Co.of Baltimore. §.0 JU)... bcc cece eee eee eeeecces IBPeWebia.Ap s.82 niche oe ee n.d. 

Increased holdings of National Brewing] Makes beer, ale................... 5.5 
Co. of Michigan to 525,105 shares 
Fem agua Dairy: Products(Corpssi UNE) copier fate eaters vistas eine oa een Mfrs. dairy products.............. 469.3 
(1) Metro Glass Co., Inc........... Mfrs. glass containers............. n.d. 
(2) Dolton Realty Corp............ Leased land and building to Metro. . . n.d. 
(3) Hudson Transfer Co., Inc....... eos and operated trucks hauling for} na. 
etro 

PEN MONAL Starch Products PGi) | washes coe cae os ceva secs eines Mfrs. starches, dextrines, adhesives. . . aby gy | 

Sound Electronics, Inc............ INMfetlock divisions. ncn. nial ak Produces an aluminum patch used to re-|_ na. 
pair metal surfaces of trucks and trailers 

Come Neon’ roducts of Western Canada, Ltd.) ....0. 550th eee Mfrs., distributes Claude Neon products 3.9 
used for commercial advertising illumi- 

: nation and fluorescent lighting 
OirtdoomNeonWsplavs, tds. cn accks Nile ne Hclsetesrien > Gee ee n.d. 
RIAA DANK, GO; [NCS ./ 2 Rae e MERIT Loree OREO tla is ve slee Mfrs. storage and pressure tanks. ... 0.3* 
A majority of the outstanding stock in|Mfrs. tanks, does steel plate work and| 0.1* 
Sisterville Tank & Boiler Works construction 
EERE TCH Oy wat ey rAM i nace, 5 MUNN) Ge an dik osnercdieioa cnlehaeunine dun Mfrs. matches, produces lumber.... . 33.2 
Increased holdings of Wesson Oil & Snow-|Crushes, refines cotton seed, produces| 101.7 
drift Co., Inc. to 335,810 shares cottonseed products 
SE EMERSEM EL SDL DCS, eos cats Cats iin SRN EMIT & oewtane oleh token ea ee ki sat Acquires films for TV presentation... 9.1 
Paramount Pictures Corp......... Popeyes cartooneulmulibrary fori Vi USE| Pl. e.c cca cas anes uciaencaccsaces a — [Womb es 
PIRES OSE IC OST AA Eee AN!) Ls dive oie cuseiss so als Dalvie HaaM eh Oe Engages in lumber and plywood opera-| 11.3 
tions 
Cienega Tanker Corp..:........... Owns 3 U.S. flag tankers under charter to} —_n.a. 
Union Oil Co. 
71 | Pacific Petroleums Ltd............. 5 BEI nee ONE AS MR Ach. S Peele a Oil development and production 17.2 
Rights and options on up to 50% of out-|Oil refining company.............. n.d. 
standing common stock of X-L Refin- 
eries, Ltd. (sub. of Excelsior Refineries, 
Ltd.) 

PEEOMIPCKASI@ OLS. 111, WOM, fave WAP ice ete wesc cue caleuls Pelee oa Diversified corp.—mfrs. machine tools,} 94.3 
cranes, heavy industrial equipment, 
produces oil, gas, coal 

Increased holdings of Fairbanks Morse} Mfrs. industrial engines and pumps... 98.8 
& Co, to 200,800 shares ? : 
TPM emrACO NAS Dre Conners sarees. | MN! Rosita cae Rd Pel. cdedeaweee Produces fine organic chemicals...... 140.7 
“yD, LAY) AIG one cane one ee Ag license, sunder: Us on patent. COVETING| 2am. cette sauna eeiac los caeideia =. fo Matec 
crystalline reserpine and dosage forms 
containing the crystalline compound 
PETC RCE A aN Pritzicer (and vlorrie|s Smee asics. Aca OR UN SEMIN? niateel woos weriaeummh Give dereaceies | guaclere 
Chaitlen 
Bellanca Corp., Sidney L. Albert (Presi-|Control of Selby Shoe Co............ Mira: shoes. . ssc... vn arteete eae 11.9 
dent of Bellanca), Robert A. Selby 
(Chairman of Selby Shoe) and Calvin 
Clarke (Treasurer of Selby Shoe) 
mnererter ac. (xamble, Gout. opedaescce, 0) eee eee ees er. a ae Mfrs. soap, toothpaste, synthetic deter-| 554.1 
gents, cooking fats, glycerine 
(1) Cake mix division of Nebraska Con-|Mfrs. and markets mixes........... n.d. 
solidated Mills Co. ; 
(2) Hines-Park Foods Inc.......... Mfrs, mix products...... Sten obese n.d. 
(3) Duncan Hines Institute of Ithaca,|Operates nationwide credit card system n.d. 
New York and prepares guide book on eating places 
ipemeerset Sound Culp, & DimberiGon.0- 2 | yokes cece ae ta eee ee ee eee ee eens Mfrs. wood pulp, industrial alcohol,) 35.5 
paperboard 
oreka Miss Epa. ccs fetie Gx ase Say EHH .«. ..«.c che Lee nae n.d. 
n.d 
Taeeuenand Corp. (sub. “of Zenith Radio| ..,.. 5.5.06. sece.etcaeoesons Mfrs, cathode ray tubes........... 
Corp. 
Charles Bruning Comcareen ne sve ARGO, O00. scvcbplan tiand CO, Q0UFSC wktsN” ed eds «cv se: ib em piaeniitt ales | | amielaan 
of adjacent land ay. 

Geepeenance Manutacturing Co.....202. | 2+. 0 ee cide ease een hace se eee Mfrs. wearing apparel for men and boys; 

also mfrs. parachutes 
J. P. Stevens & Co., Inc........... Pioneer Parachute Co,, Inc. (will operate] 20... cece ence cece ee teeters 1.0* 


as wholly owned sub.) 
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Mergers and Transfers of Existing Facilities — continued 


Size! 
; ase lions 
No. Purchaser/Seller Property Acquired Description ne) : 
79: .| Rexall DrugiQs, occnoltc.: garth a) ccc hc ceeete ne ee eeseramerr Mfrs., distributes drug store merchandise] 89.7 | 
Has increased holdings from 14 to about|Confectionery firm................ 23 : 
60% of the outstanding stock of Blum’s : 
80 |Seaboard Allied Millmg Corps. sic. [> Pass naa She ee dre re clove & 5c gl ORIN REED Pays eee oe pie nan siete ies Siete n.d. 
Increased holdings of Hathaway Baker-|Cake and bread bakers............ 8.1 
ies, Inc. to 128,390 shares 
S1L.,|Sears, Roebuek'& Co, 05 o4.¢::0.0:0:5 AMIE oe eee ee ee eee Mina ere ne Sells gen’] mdse. through retail stores 1,596.1 
90% of common stock of United Wall-|Mfrs. wallpaper..................- 2.8 
paper, Inc. 
$2.)|Shedd-Bartush Poods, Incitcniassheure Saad a)ecesae eh sian ei eee mtneiets Mfrs. margarine, dressings, peanut prod- 7.8 
ucts and other food items 
C. A. Swanson'& Sons) (sub.jof:\Campbellj Oleomargarine business). cp ayes th lal) mies acces ee vis ote aes cele > ate elt 
Soup Co.) 
83° Siegler Corpiiccssc¢.550 sao e.00cs eee eM. ee See webs <aenilole reel iMiome eit Mfrs. equipment for space heaters, elec- 9.4 
tronic equipment 
Kanniawre Corps... <1. a. eee Makes home air-conditioning equipment} _n.a. 
84 “Sinclair. Oil Corposcos ay ioe ete Ree WI ee deta occa ee ee eer ene Integrated oil company............ 1,250.1 
Group of investment trusts & institu-|Has contracted to purchase about|Acquires, explores, develops oil and gas} 55.7 
tional investors 1,100,000 of the 3,600,000 outstanding} lands 
shares of Texas Pacific Coal & Oil Co. 
85, -/Smith-Corona, Inc. 5... sigs oven eecee. No eee pee ed nee cite wnret ie RETA Mfrs) typewriters: 1... os oesectatees 28.9 
Kleinschmidt Laboratories, Inc..... . Electronic firm... . sit) cs tadoaede ae 7.0 
(annual 
sales) 
86. |Stokely-Van(Camp, Incjcny \oeisteace: SU Peo epee ree a ata a et sia gee aie Fruit and vegetable processor and packer] 101.0 
Increased holdings of Capital City Prod-|Mfrs. salad dressings, oleomargarine and 8.5 
ucts Co. to 83,138 shares vegetable oil specialties 
87. ¢ |Symington-Gould. Corp? 253.4701 souk lees. cae ter ee sina ee eee beens ole Mirsycastings-..)50.. e020 uses ace ee 13.7 
A “substantial interest” in Oregon Metal-|Engages in research and production of} n.a. 
lurgical Corp. castings and ingots made of titanium, 
zirconium and other rare metals 
88, | Technicolor, TGs. reusheiad bids c vee aU) one te ele ep ous oben tae et Pees motion picture film in natural] 23.6 
color 
Pavelle' Color, Ine... one Processor of amateur color film...... 1.0 
(annual 
sales) 
89 | Textron; Inc...) oe easiscuniscescnt  ” evel eiea feietietee ere teeet ater Mfrs. textile products and diversified] 150.9 
products 
Federal Leather Co................ Integrated processor of finished fabrics} 25.0 
from untreated raw materials....... (annual 
sales) 
$0. |Union Bag-Camp Paper Corpinsieg co! Vii) Guedt sls teh a> Oris Hmnieicky cole Mfrs. paper products.............- n.d. 


Has acquired “substantially all” assets|Produces preservatives for telegraph}  1.0* 
oe business of American Creosoting| poles, railroad ties, other wood products 
0. 
91° | Union Oil Co: of California....oc5....: . || "pene seetetae ee eee ee ee Integrated oil company............ 546.5 
A°S0% interest; in 984,000: acreoiliand!| >. ...c9as.. <deads se ces ucceucw yi eee 
mineral concession in Cuba previously 
controlled by Reiter-Foster Oil Corp. 


92.70. S: Industries Inne, 0. ..acc5 5.5 +.< sree ME Pose see ence ea ara eT eS Mfrs. industrial equipment......... 63.3 
Western Design & Mfg. Corp. (will oper-|Engages in engineering work for super-| 0.5* 
ate as division) sonic aircraft and guided missiles systems 
OS NU pjobr Co. oo ice.5 Sisco sveiateiotenclale simpale as | ead ete eral eiecetet oe eetetetct ee eae meer ese Mfrs, medicines, pharmaceuticals. . . . 1.0* 
Borden Go. 1 Pac ate cee ee eas 4 acres of land i). fs seuss dtealee wine 6G Lp raat es dc ace toa et eam ace te a | 
94) | Van'Dorn ‘Tron ‘Works’ Corie. Ree NE seh sb talamies aisles Gne Dees emi Mfrs. steel prison cells, tubing tanks and 3.4 
ductwork 
Conneaut Can Co. (will operate asasub.)|  ........ 202 ec cece ecscceuennaes n.d. 
95" * Vendo Co... Oe or ck ee de tote ks | | |e eoeitneitaceis ee eee te eens Makes vending machines........... 11.0 
Vendorlator Manufacturing Co. (will]/ Makes vending machines for soft drinks, 4.2 
operate as a sub.) performs subcontracts for aircraft parts, 
mfrs. central system air-conditioning 
equipment 
$b" | Vito @orpsor Aiiericn: £1) siz.sot sible he ene ote ee eee eee Produces coloring pigments for paint and} 12.0 
ceramic industries 
Jones & Laughlin Steel Corp....... 4 buildings'and'$}4 acres‘of land. 05 ot fess sreys sess les acres cites oe eens + | 
97" Whiting: Male Go: 5 sc avedcleterethcisie en torus kG cee ae ee maine Processes and distributes milk and cream 4.3 
at wholesale and retail 
Orange Fruit Products, Inc......... Produces segmented citrus fruit salad n.d. 
08" “| Youngstown Sheet and Tube! Co.s. 5,2) teva cists chelsea ile ear eae Mateel producers 6.0 ons vucehieees oe 573.5 
Increased direct holdings of Interlake| Iron ore carrier on Great Lakes. ..... n.a. 
Steamship Co. to 80,908 shares 
1 Assets, unless otherwise stated n.a, Not available * Minimum capital 


Sources: Moody's Industrials; Standard & Poor’s; Thomas’ Register; New York Herald Tribune 
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Studies in Personnel Policy 


. 154—Company Payment of Employees’ Moving Expenses 
. 153—Improving Staff and Line Relationships 

. 152—Employment of the College Graduate 

. 151—Tuition Aid Plans for Employees 

. 150—Handbook of Union Government, Structure and Procedures 
. 149—Pension Plans and Their Administration 

. 148—Retirement of Employees 

. 147—Company Health Programs for Executives 

. 1446—Company-Paid Sick Leave and Supplements to Workmen's Compensation 
. 145—Personnel Practices in Factory and Office 

. 144—Recruiting and Selecting Employees 

. 143—Fringe Benefit Packages 

. 142—Executive Development Courses in Universities 

. 141—Severance Pay Plans 

. 140—Management Development 

. 139—Company Organization Charts 

. 138—Bulletin Boards 

. 137—Escalators and the New BLS Index 

. 136—Employee Magazines and Newspapers 

. 135—Suggestion Systems : 

. 134—Cooperative Medical Programs 

. 133—Employee Savings and Investment Plans 

. 132—Stock Ownership Plans for Workers 

. 131—Employee Induction 

. 130—Time Off with Pay 

. 129—Communicating with Employees 

. 128—Computing the Cost of Fringe Benefits 

. 127—Union Security and Checkoff Provisions 

. 126—Controls of Absenteeism 

. 125—Information Racks—A New Communications Medium 
. 124—Developments in Supervisory Training 

. 123—Letters to Nonsupervisory Employees 

. 122—Evaluating Managerial Positions 


In the September Management Record 


Current Major Medical Plans—Protection against "catastrophic" medical bills has caught 
the imagination of employers and employees alike, as is attested by the tremendous 
growth of these plans in recent years. To find out how this important new insurance 
operates, thirty-nine major medical plans have been analyzed. Questions are answered 
concerning eligibility, coverage, duration of benefits, maximum and minimum payments, 
and excluded disabilities. 


The Whdt, Where, When and Why of Grievances—Grievance and arbitration analy- 
sis is used today by a great many companies and a number of large unions. They 
believe that by bisues track of the What, Where or When of grievances that arise, 
they may find out Why they occurred. And it is often just a short step from there to 
elimination of the basic trouble. This article discusses the various types of grievance 
analysis in use today. 


Time Off To Vote—Not all states have laws covering time off to vote, but the great 
majority do. However, these laws vary from state to state, sometimes substantially. 
Since company practice in granting time off on Election Day often follows state provi- 
sions, this article presents a two-page table summarizing the pertinent election laws 
of each of the forty-eight states. 


Language Learning for Foreign Service Personnel—An employee sent abroad on 
company business may lose valuable trade or good will for his company if he cannot 
speak a language fluently. Therefore, many companies offer their foreign-service em- 
ployees special language courses. Who pays for these courses and how and where they 
are given are covered in this article. 
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Data you need to know about 


Aircraft-and Air Transportation 

Bituminous Coal 

Chemicals: 
Coal-Tar Chemicals and Plastics Materials 
Chemicals and Allied Products 
Paint and Paint Materials 

Construction and Building Materials 

Containers 

Copper 

Cotton and Cotton Textiles 

Glass and Products 

Lead 

Leather and Leather Products 
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Meat Packing 

Motor Vehicles 

Nickel 

Paper 

Railroad Equipment 

Rayon 

Retail Trade 
|. Grocery Stores—Variety Stores 
Il. Total Retail Trade—Department Stores, Mail-Order 

Houses 

Rubber and Products 

Tin 

Wool and Wool Textiles 
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